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REPORT OF THE AUDITOR GENERAL 
TO THE HOUSE OF COMMONS 
FOR THE FISCAL YEAR ENDED 31 MARCH 1982 


INTRODUCTION 


The principal functions and responsibilities of the Auditor General of 
Canada are set out in the Auditor General Act, S.C. 1976-77, c. 34, which came 
into force 1 August 1977. My responsibilities in respect to those Crown 
corporations for which I have been appointed auditor are set out in sections 76 to 
78 of the Financial Administration Act, R.S.C. 1970, c. F-10. The Auditor 
General Act is included as Appendix A to this Report and the relevant sections of 
the Financial Administration Act as Appendix B. 


In compliance with section 7 of the Auditor General Act, my Report 
for the fiscal year ended 31 March 1982 is presented herewith. 


My examination included general reviews of the accounting procedures 
and such tests of accounting records and other supporting evidence as were 
considered necessary in the circumstances. My staff was provided with all the 
information and explanations required. I should like to express my appreciation 
and that of my associates in the Audit Office for the co-operation extended to us 
by officials of departments, agencies and Crown corporations. 


The financial statements of the Government of Canada for the fiscal 
year ended 31 March 1982, which have been prepared by the Receiver General for 
Canada in accordance with the provisions of section 55 of the Financial 
Administration Act and appear in Volume I of the Public Accounts of Canada, 
have been examined by me as required by section 6 of the Auditor General Act. 
These statements and my opinion and observations thereon are reproduced as 
Appendix D to this Report. 
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MATTERS OF SPECIAL IMPORTANCE AND INTEREST 


Lol This is my second annual Report to the House of Commons, and it will 
surprise no one that, after the better part of two years in Ottawa, my perspective 
has changed somewhat. 


1.2 My first impression of sprawling immensity, confusion of purpose, and 
a sense of urgency comparable to the alacrity of a turtle, remains. But the 
experience of these past months has convinced me that there are some significant 
opportunities for improvement in which the work of this Office can be supportive 
and, in some cases, a catalyst. 


1.5 1982 has been a sobering year for all Canadians. We have been 
awakened to some grim economic realities. 


1.4 In such a year, it may seem strange for the Auditor General to strike 
any note of even cautious optimism. Nonetheless, I do perceive signs for hope. 


3 I identify the gradual but unmistakable emergence of a new deter- 
mination in government and in Parliament toward improved management and 
more stringent accountability. 


iL Well managed companies faced with falling profits respond with a 
hard-nosed, conditioned reflex: they urgently seek to cut costs and trim fat. The 
response of bureaucrats in time of large and rising deficits is less immediate but, 
if the political will is evident, costs are cut and fat is trimmed. In my view, the 
political will is now present, and a number of senior managers in the public 
service are responding with a degree of firmness and courage that has not been 
seen for some time. Not only is there a welcome attention to controlling costs 
and numbers, but there are signs of a willingness to face up to dismissing 
unsatisfactory employees. 


1.7 I suspect that the true test of the dedication of both politicians and 
senior bureaucrats to this leaner approach to management will come before long, 
when all political parties begin to gear up for the next federal election. 


1.8 One of the constant frustrations for Members of Parliament lies in 
their inability to obtain full financial information before taxpayers! money is 
committed. 
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b However, the important reform of the Estimates project is now 
beginning to provide this crucial information for MPs, giving them a far more 
detailed understanding of the annual appropriations. The 1982-83 Estimates 
include 10 Part III Expenditure Plans. At this time, it is anticipated that the 
majority of the remaining departments and agencies will have Expenditure Plans 
available during the next two years, with the balance in 1985. 


1.10 These are difficult documents to create but, once developed, they are 
vital tools for parliamentarians in their role of keeping Government accountable. 


1.11 My cautious optimism, however, also lies in less tangible things. My 
work brings me into constant contact with many senior managers in government, 
and I sense a new attitude with respect to improved financial control and a 
renewed interest in accountability. I cannot rely on audit evidence for this 
impression. But the signs are there. 


Lolz This leads me to something else which I think should be said about this 
whole annual Report. Auditors, traditionally, tend to highlight concerns of a 
negative nature. That remains true even when we strive for fairness and balance 
in our reporting. 


10 Us However, my view of the Ottawa bureaucracy is that there are many 
in it who deserve plaudits for their constructive efforts toward improved value for 
money for taxpayers. These dedicated people cannot, in the ordinary course of 
things, be known to the public. Nor, I suspect, will they be able to recognize 
themselves in this Report. The truly dedicated public servant does exist and does 
care. AndI want that fact to be known and recognized. 


1.14 In an effort to improve our own efficiency, we are seeking, with the 
co-operation of the Public Accounts Committee, ways to speed up the reporting 
of our findings and subsequent discussion of them. This will require an 
amendment to the Auditor General Act, and it may also require more selective 
reporting on our part to facilitate the work of the Public Accounts Committee. 
However, this Report follows past practice and covers our work for a complete 
year. 


1.15 In Chapter 1, it is customary for the Auditor General to comment on 
matters that seem to him to be of special importance. I concentrate here on 
those issues that I believe provide significant opportunities for improvement and, 
therefore, are of special importance to Parliament. 
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Crown-owned Corporations - A Sub-government 


Peo The most important of these matters, I believe, has to do with the 
accountability of corporations owned by the Government of Canada. This is a 
matter of consequence both for Members of Parliament and for taxpayers. The 
citizens of Canada have a right to consider themselves the principal shareholders 
of these organizations; parliamentarians speak for them. Crown-owned 
corporations must be held accountable through Parliament. 


7 These organizations have a greater impact on the economy and the life 
of Canadians than ever before. There are now more people working for Crown- 
owned organizations than there are working in government departments and 
agencies when the RCMP and the Armed Forces are excluded. A sub-government 
has been created to fulfil some of the social and economic aims of Government. 
This sub-government structure is not as accountable as I believe it should be. If 
Parliament does not soon awaken to this phenomenon, which increasingly isolates 
Parliament from activities it should scrutinize and approve, Parliament may not 
be able to exercise its fundamental responsibility of overseeing the receipt and 
expenditure of public funds. 


1.18 It would be convenient, and would make for more consistent treatment 
and better control, if all these corporations and organizations could be described 
as "Crown corporations". The term in Canada applies to those corporations 
defined in the Financial Administration Act as ultimately accountable, through a 
minister, to Parliament for the conduct of their affairs and named in schedule B, 
C or D to the Act. Unfortunately, there has been a tendency in recent years to 
establish corporations generally subsidiary to existing corporations, under the 
Canada Business Corporation Act, without naming them in the schedules of the 
Financial Administration Act. Seemingly, they are less accountable to Parlia- 
ment. 


1.19 Bill C-123. This problem has now been recognized by the Government, 
and Part V of Bill C-123, an Act respecting the organization of the Government 
of Canada, will place most Crown-owned corporations under the Financial 
Administration Act. This is a sound and necessary step toward bringing these 
corporations under a more satisfactory level of scrutiny by Parliament. The 
exceptions will be the cultural corporations, the Bank of Canada and the Canadian 
Wheat Board. 


1.20 I believe that all corporations owned by the Crown should ultimately 
be accountable to Parliament. The legislation as drafted and the Government's 
policy statement make it clear that the intent is to bring all Crown-owned 
corporations under closer control of the Cabinet, but this does not automatically 
mean accountability to Parliament, nor does it equate with public scrutiny. 

~~ 
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121 The intention of the new legislation is to improve ministerial control 
and direction over these corporations and to bring their financial activities into 
the planning and decision making associated with the Policy and Expenditure 
Management System. The legislation contains requirements for corporate plans, 
controls on acquisition and disposal decisions, controls on corporate borrowing and 
provision for the Government to exercise, where necessary, all the rights of a sole 
shareholder under the Canada Business Corporations Act. It is helpful legislation 
as far as it goes, but I am not satisfied that it addresses significant concerns of 
mine or of my predecessor or of the Royal Commission on Financial Management 
and Accountability. Chapter 2 of this Report outlines my views on what is needed 
to achieve adequate accountability to Parliament by Crown-owned enterprises. 


Lee In a policy statement, the Government said that what is needed is not 
an indiscriminate increase in controls and legislation. The purpose of the Bill is to 
provide effective support for ministers in their use of tools, which are either 
available now or will become available soon, designed to establish needed 
direction, control and accountability of Crown-owned corporations. 


1.23 Clearly, in the Government's view, the present unsatisfactory account- 
ability regime is at least as much an administrative failure as a shortcoming in 
law. 


1.24 This may well prove to be true if one thinks only of the accountability 
of these corporations to the respective responsible ministers. But there is a 
further level of scrutiny which is, at times, even more important. This is the 
scrutiny of Parliament. At present, the degree of parliamentary scrutiny to which 
Crown corporations are subjected varies from sporadic to virtually none. And 
those Crown-owned corporations which, up to now, have not been included in the 
schedules to the Financial Administration Act, also vary greatly in the degree of 
parliamentary interest they attract. But in general they have been less likely to 
attract the attention of Parliament than those corporations that have been 
subject to the requirements of the Financial Administration Act. 


1.25 The improvements sought by the Government will require more 
diligent staff work in the offices of the ministers and more co-operation on the 
part of the Crown corporations than has been the rule in the past. Any observer 
of Government will be painfully aware of the risks. The inter-relationships are 
complex: officers to directors; officers to ministerial staffs; officers to 
ministers; directors to ministers. Responsibility for speaking or acting on behalf 
of the Government is shared among the departmental minister, the Minister of 
Finance and the President of the Treasury Board. 


1.26 There is also the serious risk of conflict of interest for the public 
servant who wears one hat as deputy minister or assistant deputy minister in a 
department of government and another hat as a director of a Crown corporation. 
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Te27 Notwithstanding these risks, the Government's recognition of the 
present inadequate accountability and direction is encouraging. In my opinion, 
this is also the logical time to provide for comprehensive auditing of these 
corporations. Such audits would prove most helpful to ministers and to 
Parliament in their endeavours to improve the direction of these enterprises. 


1.28 The fear and the argument in the management ranks of government- 
owned corporations will be that, even with the limited accountability measures 
announced by the Government, their freedom to act in the corporate community 
will be severely curtailed, perhaps to the point where management cannot do its 
job. This is always the argument and it is a risk. However, I am convinced that 
the risk has to be taken. 


1.27 If an organization is established to accomplish a public purpose, then 
its finances must be specifically subject to the scrutiny of Parliament. 
Experience in Canada would suggest that if Crown-owned corporations are to be 
held to the social purposes for which they were established, their activities must 
be visible to Parliament and to the public. Failing this, there is a high probability 
they will serve primarily their own corporate interests. —-y/ 


1.30 Classifying Crown-owned organizations. What is material in this 
argument, however, is the whole question of classification of these organizations. 
It is clear, I think, that some Crown-owned entities require and merit a greater 
degree of independence of action and decision-making than others. Partly for this 
reason, there is a definite need for an organized and regular review of the 
classifications of Crown-owned and controlled corporations. There is also the 
fundamental need to review periodically whether a given corporation should 
continue to exist as a Crown agency. This evaluation should be done by 
Government and considered by a committee of the House of Commons. 


SI If management of a corporation is to be held publicly accountable, 
then Parliament must first decide and management must know, what it is the 
corporation is supposed to be achieving. That seems simple enough. But the fact 
is that the broad public purposes for which these corporations were established 
are frequently not spelled out either in legislation or anywhere else in a public 
document. It is hardly surprising, then, that accountability for public policy 
objectives by these corporations is an elusive target. 


1.32% Nee Management, which may have understood the public policy objectives 
at the time of incorporation, may, through change of personnel, shift its attention 


from the original purpose and become preoccupied with quite a different set of > 


objectives. These objectives may be concerned with achieving economic power to 
be used in ways not envisaged by Parliament or the Canadian taxpayers when the 
company was established. 


ef 
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i eB) Petro-Canada -- an example. The apparent change in orientation can 

be dramatic. Petro-Canada is a recent example. When the Petro-Canada Act was 
given second reading in the House of Commons, the Minister of Energy, Mines and 
Resources placed great emphasis on the need for energy development, including 
risky and costly exploration in the far north, and government-to-government oil 
deals. However, the company's biggest financial undertaking to date, involving an 
investment of $1.7 billion, was in the oil refining and marketing business -- Petro- 
Canada's purchase of Petrofina. 


1.34 Department officials have informed us that the wholly-owned Crown 
corporation, Petro-Canada, was used by the Government to identify, evaluate, 
recommend and negotiate the acquisition. This means the Government of Canada + 
chose to delegate the implementation of a crucial decision concerning the 
National Energy Program to an entity that is not fully accountable to Parliament. 

This constitutes a serious weakness in the management of public funds. 


oo I would have expected that the parties processing and authorizing such 
an expenditure would have available an evaluation of the entity to be purchased, 
its value in relation to price, alternate strategies to be considered in acquiring the 
entity, the implications of such a purchase for the purchaser (the Government of 
Canada) and the means of financing such a purchase. 


1.36 Since none of this material was available in the Department, we have 

not yet been able to assess whether the $1.7 billion invested by the Government of 

Canada for the purchase of the shares of Canadian Petrofina Inc. was expended 

with due regard to economy. During our comprehensive audit of the Energy 
_ Section of Energy Mines and Resources in 1982-83, we will continue our 
\ investigation of this matter. 


1.37 Letters of Comfort -- another illustration. With regard to this whole 
area, another illustration is useful, I believe. One of the fundamentals of our 
parliamentary system is the requirement that all money bills must be introduced 
by the Government of the day and passed by the House of Commons. But there is 
a practice that has the effect of making Parliament into a large rubber stamp. 
This is the use of the Letter of Comfort, a device under which a minister is 
authorized by the Cabinet to support the credit of a corporation. Even when they 
contain a disclaimer, the moral obligation of the Government is clear. Thus, 
although the guarantee of money drawn from a bank under a Letter of Comfort 
must later be authorized by Parliament in the Main or Supplementary Estimates, 
the obligation is already firm, either legally or morally. 


1.38 The amounts involved can be disconcertingly significant. In the last 
six years, more than a billion dollars has been advanced to Canadair through a 
sequence of Letters of Comfort. These were authorized by Parliament on 
31 March 1982. The authorized limit is $1.35 billion. This amount of taxpayers' 
money is at risk without what I would consider clear criteria and objectives for 
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providing, continuing, or terminating support. This example is all the more 
disturbing because there is no assurance that $1.35 billion is sufficient. 


Loe Government support for troubled companies. In this period of severe 
recession, government support for such troubled companies as Massey Ferguson, 
DeHavilland, Canadair, and, more recently, Maislin Industries and Dome 
Petroleum, represents very big risks, even against the scale of current budgets. It 
is not my task as an officer of Parliament to debate the merits of government 
intervention, but I am certain that, in the circumstances, it is particularly 
important that reliable information be available to ministers concerned and to 
Parliament. Parliament's control of the public purse must be secure, particularly 
when such troubled corporations have a tendency to become Crown corporations. 


1.40 My Office will follow these situations to satisfy ourselves that the 
information supplied to ministers and to Parliament is as complete as possible and 
that Parliament's authority is not usurped. We will report and criticize any device 
that has the effect of committing Parliament in advance of its considering the 
issues at hand. 


1.41 Achieving accountability. The problem of achieving accountability is, 
however, massive in its dimensions. There are more than 300 of these corpora- 
tions, including subsidiaries, employing some 263,000 Canadians. Revenues of 
Crown corporations in the most recent fiscal year were $31.9 billion, and expenses 
were $33.6 billion. Most of these corporations are virtually unknown even to the 
best informed members of the tax-paying public. Yet, in the aggregate, they 
represent a hole in the taxpayer's pocket, resulting, as they often do, in a 
consistent negative return on investment. 


1.42 It may be helpful in visualizing the scale of the problem to think of the 
whole group as an enormous iceberg floating lazily in the foggy Atlantic; silent, 
majestic, awesome. The public tends to see only the upper portions, consisting of 
the giants like CNR, Petro-Can, CBC, Air Canada and Canada Mortgage and 
Housing Corporation. The great bulk of the iceberg below the surface is less 
spectacular, less likely to attract public interest, less likely to receive the 
attention of Parliament, yet costly to the taxpayers. Indeed, deep down near the 
bottom of the iceberg are subsidiaries of Crown corporations that may escape all 
public scrutiny. 


1.43 With the tabling by the Minister of Agriculture on 16 July 1982 of our 
comprehensive audit report on the Canadian Dairy Commission, the question of 
accountability assumed a new dimension. Beyond the accountability of the 
Commission to the Minister, and through him to Parliament, lay a_ further 
question. What of the accountability of the Commission to the dairy industry that 
arises from the imposition of a levy to finance losses which occur in disposing of 
surplus dairy products overseas? These levies are of the order of $120 million 
annually. 
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1.44 I am convinced that the application of the comprehensive audit to 
Crown corporations such as the Canadian Dairy Commission significantly 
strengthens the chain of accountability. 


1.45 Auditing Crown-owned corporations. Throughout the twentieth 


century, there has been frequent public debate in Canada, in the United Kingdom , 


and elsewhere concerning the appropriate balance between independence and 
freedom to act on the one hand and accountability on the other. Accountability 


to whom? To a Minister of the Crown and through the Minister to the Cabinet? _\, 


Through the Minister to Parliament? 


1.46 These questions have proved controversial enough. But they are only 
part of the problem. 


1.47 There is also the question of the role of the auditor. The auditor's role 
is to make intelligent and informed scrutiny possible. His report is an instrument 
that permits the owners to take a searching look at an operation and to ask the 
right questions. The owner's objective is to determine whether the corporation is 
achieving the social purpose for which it was established. Is it doing so 
economically, efficiently and effectively? 


1.48 If accountability is to be achieved, the scope of the audit must be 
sufficient to bring out the facts. Parliament, through one of its committees, must 
then take the time to complete the cycle of scrutiny. 


1.49 Unfortunately, neither side of this equation is now satisfactory. 


1.50 The Auditor General is at present responsible for the attest and 
legislative audit of some of the Crown-owned corporations; others are audited by 
private sector firms. In my view, the Auditor General, as Parliament's auditor, 
has a responsibility to satisfy himself as to the scope and quality of all these 
audits. 


deol There are a number of ways in which this can be accomplished. My 
first reaction was to suggest a simple solution: the directors of certain 
corporations audited by the private sector would invite the Auditor General to sit 
with the firm's audit committee. Only one of the Crown corporations extended 
such an invitation. 


ney 4 My Office will monitor audit activities of private sector auditors 
reporting on Crown-owned enterprises and should be in a position to determine 
whether Parliament is kept as informed as it should be. We will also assist private 
sector auditors in their understanding of their legislative audit responsibilities. 
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Our objective will be to have the accounting profession apply consistent audit 
practices. In a joint venture between my Office and my private sector colleagues, 
we are endeavouring to develop consistent audit practices for Crown-owned 
enterprises. 


ib) Comprehensive auditing of Crown-owned corporations. Throughout 
what has become a prolonged debate on the appropriate scope of audit in these 
corporations, no one has challenged the simple fact that any effective scrutiny of 
the activities of a corporation, Crown-owned or otherwise, requires the aid of a 
competent audit. The principle of the financial or attest audit is so firmly 
established that we take the requirement for granted. We also tend to assume a 
quality which is not always present. 


1.54 he more searching comprehensive audit, to which all departments of 
_government are now subjected as a matter ofcourse under the Auditor General 
Act of 1977, is another matter. Curiously, this broad-scope audit approach, 
perhaps because it does raise the level of scrutiny, is resisted by some of the more 
prominent Crown corporations and their directors. Although several major 
corporations have chosen to undergo broad-scope audit, for others the very 
mention of comprehensive auditing can escalate the discussion from a 
philosophical to a highly emotional level. 


Abode) In a way this is surprising. It may be that the arguments in support of 
comprehensive auditing have been too formal, too heavy with the professional's 
careful phrasing. The real advantage can be stated very simply: the comprehen- 
sive auditor turns his attention from the fly in the soup to the quality control -- or 
lack of it -- in the kitchen. 


1.56 This means looking at the planning, right down to what is required of 
the individual. It means examining the standards for performance. It means 
evaluating any systems that exist to provide information to management about 
whether the organization is achieving its targets. How well are the variations 
from plan and standard analysed? How promptly and how well are remedial 
actions taken? 


1.57 This adds up to a careful assessment of the overall health of the 
organization. A comprehensive audit is designed to determine whether value for 
money is being received by the organization. Are its operations carried out 
economically and efficiently, and are there measures in place to determine 
whether the organization is effective in achieving the purpose for which it was 
established? 


1.58 Comprehensive auditing goes beyond the transaction to the organiza- 
tion behind it. If one audits the transaction alone, then the fly in the soup is the 
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focus. But to find out how the fly got there, it is wise to look at quality control in 
the kitchen -- the organization. Comprehensive auditing does just that. 


D9 The Public Accounts Committee endorsed comprehensive auditing for 
Crown corporations in its Fourth Report issued in February 1981. Specific 
reference to comprehensive audit does not appear in legislation before the 
introduction of Bill C-85. This Bill, intended to establish the Crown corporation, 
Canagrex, to market Canadian agricultural produce abroad, was introduced in the 
summer of this year. Section 29(4), as amended in committee, reads: 


The accounts of Canagrex shall be audited annually by the Auditor 
General of Canada and the Auditor General may, where he deems it 
necessary, conduct a comprehensive audit of the affairs of the 
corporation. 


1.60 Thus, although Canagrex will not be the first Crown corporation to 
undergo a comprehensive audit, when the legislation is passed, it will be the first 


for which such an audit is mandatory if, in the opinion of the Auditor General, it - 


is deemed necessary. Clearly, this is a step in the direction of statutory 
requirement for more thorough audit of Crown corporations. It is a key to more 
satisfactory scrutiny and accountability. 


1.61 If one is to understand the way in which Government tends to see the 
relationship with the Crown corporations, and especially the more prominent 
among them, it is useful to attempt to look at these corporations from the 
Government's perspective. What does Government expect of the Crown corpo- 
rations? 


1.62 There are, I think, three requirements. The first is the accomplish- 
ment of the objectives which have been set by the Government for the 


corporation. The second, good management, is likely to be required to achieve . 


the first requirement. And good management is likely to be important to achieve 
the third requirement -- the avoidance of political embarrassment. The order 
here may be logical, but there are undoubtedly occasions when it is reversed. 


1.63 No government, and for that matter no senior public servant, relishes | 


political embarrassment. Yet it may be the duty of the auditor to cause it. Not 
deliberately, for it is not the auditor's job to be concerned with the possible 
political consequences of his findings. 


1.64 All governments are aware of this. However, my Office has been 
unable to find a single instance in the past seven years where a private sector 
auditor of a Crown corporation has felt compelled to insist that his report go to 
Parliament. This may explain, at least in part, why some ministers find the 
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traditional financial audit more comfortable to contemplate than the more 
searching comprehensive audit. 


1.65 Put simply, my concern lies in the fact that, although the Government — 
of the day holds the shares of these corporations and is technically the owner, the 
real owners in a democratic society are the citizens, who, if they are kept 
informed and are not satisfied, have the power to change governments. If the real 
owners are to be kept informed about the stewardship of the management of these 
corporations and about the stewardship of the Government with respect to them, 
then Parliament must have access to relevant, reliable information. 


1.66 In fact, during this past year my Office completed comprehensive 
audits of several corporations which we did not report directly to parliament. At 
the request of the Board of Directors of the Northern Transportation Company, 
my office and Deloitte Haskins and Sells, Chartered Accountants, jointly carried 
out a comprehensive audit of the Company. We found that in all significant areas 
management was operating with due regard to economy and efficiency. This was 
reported to the Board. 


1.67 Similarly concerning the Teleglobe audit, I am pleased to report that 
Teleglobe found this comprehensive audit exercise to be stimulating and 
rewarding and thanked my office for the constructive approach that we took in 
the course of this audit. 


1.68 In another instance, our comprehensive audit of the International 
Development Research Centre concluded that the Centre manages its resources in 
a satisfactory manner. It endeavours to serve its clients well and is extremely 
well regarded in developing countries. Management has accepted our 
recommendations for certain improvements, and action is already under way to 
implement most of them. 


1.69 Independent, thorough audit is a required component if accountability 
to Parliament is to be achieved. The Auditor General must be in a position to 
insist that audit information be made available to Parliament when he considers it 
of sufficient consequence to merit the attention of Members. 


10 Parliament should also be aware of issues regarding control and 
accountability of mixed enterprises and other entities in which the Crown is not 
the sole shareholder. A study of mixed and joint enterprises was recommended by 
this Office in 1979. To date nothing has been published on the topic. I am still 
concerned. 
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Information for Ministers 


1.71 In the concept of responsible government, ministers are jointly and 
severally responsible to Parliament for the actions of government. This stern 
accountability presupposes that ministers are making decisions on the basis of a 
reasonable knowledge. This knowledge involves not only political considerations, 
but also the anticipated financial, economic and social effects. The latter is 
where the accountability and responsibility of the public service comes into play. 
And it is this accountability for which I have audit responsibility. 


1.72 I believe that it is the responsibility of senior public servants and 
officers of Crown corporations to ensure that ministers are provided with 
objective information setting out reasonable and feasible alternatives. Then, with 
such information, a minister can be expected to make an informed judgement. 


ANY It is also the responsibility of senior public servants and officers of 
Crown corporations to see that the resulting decisions of ministers are carried out 
as economically and as efficiently as possible. 


1.74 When we look at the quality of information provided to ministers, we 
check to see that all relevant factors have been considered; that these have been 
analysed in a technically competent manner in relation to the goals of the 
activity; and that the information has been clearly and concisely presented to 
ministers, 


1.75 Unfortunately, we are finding that ministers are not always receiving 
this kind of information, even when the consequences of the decision at hand may 
be very far reaching indeed. The purchase of Petrofina is an example where the 
department did not provide such an analysis. VIA Rail is another. There are 
more. 


1.76 Consider for instance, the sad story of Consolidated Computer 
Incorporated. This is the kind of financial tragedy to which Government as 
financier seems only too prone. In this instance, the taxpayers may also have 
been caught up in what amounted to a desire by a Crown-financed corporation to 
get into production of peripheral computer technology and perhaps even main 
frames, all without sufficient research into the market and totally without 
anything resembling adequate financial planning, accounting or controls. 


L771 But it is also a story of incomplete information supplied to ministers 
who had to make key decisions and who did not seem to know the full story until 
very late in the day. By that time, $94 million was required in supplemental 
estimates to honour loan guarantees and pay current interest charges. 
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1.78 It is interesting that advice called for from a competent national 
accounting organization was ignored. Yet the advice was good and sounded a fair 
warning. Had it been heeded, it might have saved the taxpayer at least part of 
the loss. It would most certainly have saved the Government considerable 
embarrassment. 


a bey be Once again, I am driven to the conclusion that if accountability is to 
be achieved, there must be an audit, both of an organizational and financial 
nature, sufficient in scope to uncover the problems. This must be followed by 
scrutiny at the level of Parliament. Without public exposure, the temptation is 
overwhelming to send good money after bad in the hope of reversing the situation, 
no matter how hopeless that situation has become. 


1.80 Because of the seriousness I attach to the senior public servants' 
responsibility to see that ministers are properly briefed, I intend in all forth- 
coming comprehensive audits to assess the quality of information provided to 
ministers during the decision process. We will follow up to see that formal 
instructions of ministers are carried out by the public service. 


1.81 There are times, of course, when senior public servants feel, with 
some justification, that they have to answer for sins that are not their own. Last 
year, I commented on my impression that the deputy ministers and heads of 
Crown corporations I had met struck me as highly motivated, hard working, 
intelligent and representing a wide variety of experience. I have had no reason to 
change my mind. Although it is my responsibility to criticize constructively the 
activities for which they are responsible, I am very much aware that there are 
occasions when, in endeavouring to support their ministers, they take responsi- 
bility for decisions that have been taken politically and have been taken before 
they have had any opportunity to bring their influence to bear. 


Internal Audit 


1.82 Under the terms of the Auditor General Act of 1977, the Auditor 
General is required to comment when money has been expended without due 
regard to economy or efficiency. Such situations tend to arise when there has 
been poor management, inflated costs or political intervention. 


1.83 An example involving all three, aired in the press, was the internal 
auditors' report on the construction of the Montreal Postal Terminal. It is a good 
example of internal audit reporting excessive costs incurred in a situation where, 
for what appear to have been purely political reasons, money was expended in 
large amounts without due regard to economy and efficiency. It is interesting to 
note that this example came to light publicly when an internal audit report was 
made public after it had been declassified. 


Matters of Special Importance and Interest 


1.84 There is a concern, which I share, that pressure May be brought to 
bear on the internal audit organizations within government to avoid comment 
which, if made public as a result of the Access to Information Act, would 
embarrass the Government. 


1.85 Should this occur, it would be a serious challenge to the professional 
integrity of the staffs involved and a matter of direct concern to my Office 
because of our dependence on the quality and integrity of the work of internal 
audit. Indeed, I urge the internal auditors to continue striving for greater 
competence and independence. 


1.86 It is my intention during my term in office to review every major 
capital project which the Government undertakes, 


Access to Information 


1.87 In last year's Report I expressed a concern | had with respect to access 
to information. I indicated my uneasiness at the reluctance my auditors 
encountered from time to time in departments and agencies where I would have 
expected complete frankness. I said I would keep a watchful eye on the 
experience of my auditors during the audits of the 1981-82 fiscal year. 


1.88 Having now had an opportunity to study the principles involved, and 
having followed closely the experience of my auditors, my conclusions are clear 
cut. Parliament has enacted legislation that requires that the Auditor General 
shall have access to all information he deems necessary to fulfil his responsibil- 
ities, These rights and privileges are consistent with the legal and constitutional 
conventions governing access to information by the national legislative auditors of 
the major commonwealth democracies, the United States, and private sector 
auditors performing statutory audits. 


1.89 My auditors have been instructed to inform me of any incident in 
which information is withheld by a public servant. I will assess any such incident 
in terms of its impact on the work of my Office and on Parliament's right to hold 
the Government accountable. 


1.90 I have also held discussions with cabinet ministers and senior officials 
on this matter. Our exchange of views has been candid and has, I believe, 
contributed to an increased mutual understanding. To date, my Office has 
received the information required, although in certain instances the receipt of 
material was subject to significant delay. 


Uy A) If I am to fulfil my responsibilities to Parliament and to the people of 
Canada, I must have complete access to all relevant documents, including Cabinet 
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documents, when I believe I need to know their contents. I am sensitive to the 
Government's concern about confidentiality of information. I believe its position 
is reconcilable with the principle of the Auditor General's right of access to 
information. I believe the rights of Parliament are impaired if Parliament's 
auditor has limitations in audit scope or if his auditors encounter difficulty 
obtaining information essential for the expression of audit opinions. Indeed, an 
essential safeguard of the institution of Parliament is an attitude of openness. 


The Financial Statements of the Government of Canada 


E92 This year I have concluded that the Government's accounting policies 
are not only inappropriate to achieve a fair presentation of information, but, in 
one significant instance, they have not been followed. 


1.93 I have included four reservations in my opinion on the Government's 
1982 financial statements. Three are basic concerns with the appropriateness of 
the Government's accounting policies: 


~ Although the financial statements are entitled "The Financial 
Statements of the Government of Canada", they do not include 
significant activities of the government on a basis I consider 
appropriate. 


- International development assistance loans and subscriptions are 
over-valued by $3.9 billion because of the concessions written 
into them. 


- Obligations totalling approximately $14.5 billion, which include 
amounts payable under statutory appropriations, employee 
termination benefits and actuarial liabilities arising as a result 
of indexing employee pensions, are not recorded. 


Further, in direct contravention of its own accounting policies, the Government 
has reported $445 million of oil export charge revenue as a liability. 


1.94 The Standing Committee on Public Accounts, the Government, and I 
all have an interest in the development of improved summary financial reporting 
for the Government of Canada. The Canadian Institute of Chartered Accoun- 
tants, through its Public Sector Accounting and Auditing Committee, is also 
interested in improved reporting for government. Although I am concerned, I am 
hopeful that, through appropriate consultation, the common goal of providing 
financial information that best serves the needs of users will be achieved as soon 
as possible. 


1.95 My reservations are set out in more detail in my Opinion and the 
related "Observations of the Auditor General on the Financial Statements of the 
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Government of Canada" reproduced from Volume I of Public Accounts of Canada 
in Appendix D. 


Year-end Spending 


1.96 On a number of occasions over the past year, Members of Parliament 
and taxpayers have expressed their concern at what they have perceived to be the 
spending of massive amounts of taxpayers' dollars in the final weeks of the fiscal 
year. Implicit in this concern is the assumption that such spending is wasteful. 


1297 We made an analysis, based on information contained in the Govern- 
ment of Canada's monthly "Statement of Financial Operations", which is prepared 
by the Department of Supply and Services. The total expenditures were listed on 
a month-to-month basis for a period of six years. When the results are plotted, it 
becomes clear that exaggerated spending does indeed occur at year end. 
Exhibit 1.1 shows monthly government budgetary expenditures in billion of dollars. 
Exhibit 1.2 shows the same expenditures month by month, expressed as a 
percentage of total annual expenditures. 


1.98 Financial transactions in the government are accounted for on a 
monthly basis, with supplementary periods at the year-end to account for final 
transactions and adjustments. In the exhibits, these final transactions and 
adjustments have been included with the March amounts, since such expenditures 
or accruals, for the most part, occur and relate to March activities. 


1.99 Using the same data, we prepared a separate chart for each govern- 
ment department and found that the heavy year-end spending pattern occurs in 
most departments. However, the data becomes less reliable at the departmental 
level because other factors, such as organizational and program changes, distort 
the underlying patterns of expenditures. 


1.100 Notwithstanding these limitations in the data and the nature of the 
accounting system, it is apparent that heavy spending does occur at the end of the 
fiscal year and that this pattern re-occurs year after year. 


1.101 This does not mean that year-end spending is automatically wasteful. 
To conclude that, simply because it occurs, year-end spending is necessarily 
wasteful would be an unfair and dangerous generalization. The very nature of the 
budgetary system encourages withholding discretionary expenditures until later in 
the fiscal year. This is done to retain flexibility to deal with unexpected events 
or needs. Then, as the year-end approaches, remaining amounts are spent to 
achieve overall program objectives. This is a practice common in the private 
sector and may well represent a prudent, cautious concern for cash management. 
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TOTAL GOVERNMENT BUDGETARY EXPENDITURES 


BY MONTH, FROM 1 APRIL 1976 TO 31 MARCH 1982 
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1.102 There are, of course, potential abuses of any system of control. The 
volume of year-end spending does not, of itself, constitute an abuse. Neither does 
such spending automatically establish that it was necessary and that value was 
received for the money spent. In this period of restraint, it is particularly 
important that there not be improvident spending. Unfortunately, in the past, 
deputy ministers have had plenty of opportunity to observe that, whereas in the 
private sector a "lapse" is rewarded, in the public sector it is penalized. 


LaL05 To determine whether there are significant abuses of the existing 
control system, I intend to review year-end expenditures in more detail as part of 
a Cash and Debt Management study. 


Performance Review and Employee Appraisal 


1.104 During the past several years, my Office has carried out a variety of 
studies in the area of human resource management. In the current year, this work 
included a survey among government employees to determine the effectiveness of 
the appraisal system. Some of our findings are sufficiently disturbing that I have 
concluded they should be brought to the attention of Members of the House of 
Commons. 


1.105 Fundamental to satisfactory productivity in any form of endeavour is 
the relationship of the individual supervisor with the individual employee. Both 
must know what is expected of the employee, not just in a general way, but in 
sufficient detail that neither can be in any doubt. But this knowledge, of itself, is 
not sufficient. Equally important is a continuing communication, so that 
supervisors are aware of the level of productivity achieved, and employees know 
whether their performance is satisfactory. If it is not, what can they do to 
improve it? 


1.106 Our audit of the performance review and employee appraisal practices 
in the public service has produced some disturbing information and raised some 
serious questions concerning the effectiveness of this process. These are 
discussed more fully in Chapter 5 of this Report. 


1.107 The results of a survey questionnaire indicate that 68 per cent of 
employees feel the present review and appraisal process has little or no effect on 
the way they do their jobs. Forty-two per cent said their performance was 
discussed only once a year, at the time of the annual performance review, and 47 


per cent said they did not receive enough information on their performance 
problems or weaknesses. 


1.108 “a Both my predecessor and I have previously expressed concern about 
productivity in the public service, and this year's audit of performance review and 
employee appraisal practices in the public service has reinforced this concern. 
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1.109 All is not well when 30 per cent of public servants covered by the 
survey say they do not know the job performance expected of them. If this 
percentage is extrapolated to the whole of the public service, it suggests that a 
substantial proportion of the total salary bill is paid to men and women in the 
service who are not clear in their own minds about the job performance expected 
of them. 


1.110 Performance review should be one of the key management systems in 
the public service, influencing productivity in a positive way. But if the 
performance review and appraisal system is not contributing as it should in this 
positive sense, it is also seriously lacking as an aid to weeding out employees who 
will not or cannot perform satisfactorily. 


1.111 One of the complaints about the public service heard al! too frequently 
in the private sector is that it is too secure; that, once in, the employee is safe 
from the possibility of dismissal for incompetence or refusal to perform to 
standard. Our findings suggest there has been some basis for this charge. In the 
seven departments audited in this study, only one per cent of employees were 
appraised to be unsatisfactory. If one projects this percentage, one finds that 
only 2,156 employees out of the 215,643 who were subject to the Public Service 
Employment Act in 1981 were not performing satisfactorily. During the whole of 
1981, just over 500 employees were rejected on probation, discharged, or released 
from the public service for reasons of incompetence or incapacity. 


PT )2 Since it has long been perceived impossible to discharge an employee 
without a sequence of strong evidence, part of which should be appraisal reports, 
failure to complete these reports factually often leaves the drones secure, at 
least for a considerable period of time, and helps to give the public service a 
reputation it does not need or deserve. 


1.113 The significance of these findings comes into sharp focus when one 
considers the continuing problems of achieving satisfactory productivity and 
controlling numbers within the public service, particularly in time of severe 
recession. Fortunately, there are signs of a new firmness. 


Main Messages in the 1982 Report 


1.114 As many readers will be aware, we organize our audit activities in 
such a way that teams cover each department and agency. Depending on the 
scope of the audit in a given year, a given team may be a small group of 
professionals trained in financial audit, or may include various specialists from 
other disciplines if the subject warrants. We also organize a number of special 
audits each year that draw on information from a group of departments sufficient 
to be statistically representative of the public service. These are referred to as 
government-wide audits and have to do with some particular theme, as for 
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example accountability in Crown corporations, or some aspect of human resource 
management. 


L115 Where, in our opinion, findings of the auditors warrant, we devote a 
chapter of this annual Report to the work of each team. We are aware, however, 
that it would be a convenience for many readers to concentrate our main 
messages in one place. For this reason, they have been drawn together in the 
balance of this chapter. Each subject is then reported in more detail ina chapter 
of the Report. Because these main messages are condensed summaries, I caution 
the reader to have a look at the chapters from which they are drawn in order to 
understand their implications. 


Government Contracting Practices (Chapter 3) 


8 In 1981-82, the Government of Canada contracted for more than $8.8 billion 
in goods and services. 


8 Of this total, contracts worth approximately $4.8 billion required the 
approval of Treasury Board or the Department of Supply and Services. Some 
70 per cent ($3.4 billion) of these contracts were let under the provisions of 
Section 8 of the Government Contracts Regulations, which allows for 
contracting without tender. We found from our sample that such contracts 
were adequately challenged during the requirements definition and supplier 
selection phases to give reasonable assurance that contract funds are 
controlled effectively within the provisions of Section 8. 


® Approximately $4 billion of contract funds was approved within the author- 
ity delegated to departments and agencies. Our observations concentrate on 
approximately $300 million of contract funds approved by departments and 
agencies. For this $300 million, when contracts were let under the 
provisions of Section 8, the challenge process was not adequate to give a 
reasonable level of assurance that: the contract is needed; the department 
or agency is justified in entering into the contract without tender; a 
qualified supplier has been selected at a reasonable rate; and there has been 
adequate planning of contract terms for which the supplier could be held 
accountable. 


@ A cause of the lack of control in the challenge process within departments 
and agencies is the fact that Section 8 of the Government Contracts 
Regulations is open to abuse. For example, Section 8 specifies that it is not 
necessary to tender competitively if a contract is less than $30,000. As a 
result, the $30,000 level is seen as the primary justification for awarding a 
contract without tendering. When this "requirement" is met, contracts are 
not subjected to rigorous challenge. 


& For both tendered and non-tendered contracts, we found inadequate control 


over administration of the contracts after they had been awarded. This has 
resulted in some lack of compliance with government contracting policies. 
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8 Inadequacies in the government contracting process can be improved by: 
more specific direction from Treasury Board, especially regarding the use of 
Section 8 by departments; internal audits of departments' contracting 
practices; and greater support from senior management for contracting 
staff in departments. 


Management of Overtime (Chapter 4) 


8 During the 1981-82 fiscal year, departments and agencies spent $219 million 
on overtime. This expenditure is the equivalent of salaries for about 8,700 
person-years and represents 3.7 per cent of regular salaries. Time off in 
lieu of compensation is estimated to have amounted to an additional $25 
million or 1,000 person-years. 


® Overtime can be the most economical and appropriate means of meeting 
excess manpower requirements. Our study of seven organizations, account- 
ing for 70 per cent of overtime expenditures, revealed that improvements 
are needed in overtime management practices. 


@ In most cases, departments had not developed action plans to meet 
predictable manpower shortages. As well, they had not assessed their use of 
overtime and the alternatives to it. The tendency has been to react to 
circumstances rather than to anticipate them through a comprehensive 
planning process. 


6 Because of the lack of measured work standards, performance criteria and 
established levels of service, use of overtime is often based on subjective 
decisions that raise questions about the necessity or urgency of working 
overtime. 


é There was a general lack of departmental policies and guidelines governing 
the management of overtime. This resulted in a lack of guidance for local 
managers in areas such as allocating responsibility for authorizing and 
monitoring the use of overtime, considering alternatives, and planning and 
budgeting for overtime. 


@ Despite the proliferation of computerized human resource information 
systems in departments and central agencies, the information available on 
overtime has not met management needs. In particular, we found that the 
central human resource information system, ALOSS, was not providing 
accurate or timely information on overtime. 


Performance Review and Employee Appraisal (Chapter 5) 


We conducted a government-wide study of performance review and 
employee appraisal processes in the public service and found that: 


8 The quality of the systems varies considerably across departments, with 


several departments having made, or being in the process of making, major 
efforts to improve their systems. 
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The quality and extent of communication between many supervisors and 
their subordinates on performance-related matters are inadequate. 


Many employees feel that the performance review and employee appraisal 
process has little or no effect on the way they do their jobs. 


Many managers consider the process a paper exercise and of limited value in 
making management decisions. 


For the majority of employees, departments are not using appraisal infor- 
mation to assist in making decisions in such areas as staffing, training, 
development and career planning as stated or implied in departmental 
policies. 


Most departments do not have systems in place to assess adequately the 
effectiveness of their performance review and employee appraisal programs; 
instead, they concentrate largely on completion rates. 


Government Initiative for Improved Management Practices 
and Controls (Chapter 6) 


Twenty-five departments, representing 66 per cent of government expendi- 
tures, had endorsed Action Plans as of 31 March 1982. Four departmental 
Action Plans are in the process of endorsement, and one department is in 
the survey stage. 


Of the 25 endorsed plans, 3 have had their implementation curtailed by 
major government reorganizations, and 22 are in various stages of 
implementation. Three Action Plans have reached a sign-off stage; three 
are progressing satisfactorily. Significant slippage is reported in nine 
departments, seven of which are undergoing plan revisions. Six departments 
have minor slippage, and progress in one department could not be assessed 
because of a lack of plan milestone dates. 


Generally, we have observed that senior management is_ increasingly 
concerned with improving management practices and controls, even in 
departments where measurable progress has fallen behind. Although it is 
difficult to measure this kind of progress against tangible milestones, it 
must be acknowledged as an achievement of IMPAC. 


Important progress has been achieved overall in establishing planning 
functions at departmental levels and developing strategic plans, and in 
setting up internal audit and program evaluation functions. However, 
Management information systems development and implementation are 
lagging in 8 of 22 departments. 


The 25 departments whose plans were reviewed estimated their committed 
costs of IMPAC at $225 million, involving 3,500 person-years. For nine of 
these departments, costs have increased from $96 million to $134 million, 
and person-years increased from 924 to 1,356. Because these costs have not 
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been compiled in a uniform manner, the accuracy of these figures cannot be 
assessed. 


The Office of the Comptroller General states that $10.6 million of recurring 
benefits and $16.5 million of non-recurring benefits have already been 
realized, and deputy heads in departments and agencies have formally 
committed themselves to another $122.9 million of recurring, and $15.5 
million of non-recurring, potential benefits. To date, with the observed 
exception of the Unemployment Insurance benefit system of the Canada 
Employment and Immigration Commission, departments have not set up a 
process to monitor the achievement of benefits. 


We could find little evidence to indicate that there have been attempts to 
assess the achievements of departmental IMPAC projects or Plans in 
relation to Plan objectives. The OCG is scheduled to conduct a formal 
evaluation of the IMPAC program in 1984. 


Canada Employment and Immigration Commission (Chapter 7) 


Studies prepared by the Commission raise questions about the ability of 
immigrants who are members of the family class to adjust to their new 
surroundings. This situation could have repercussions for social programs 
and the Canadian labour market. Yet the Commission has carried out no 
assessment of its selection process to determine whether it provides any 
insurance that these immigrants can become successfully established in 
Canada. 


Although the Immigration Act specifies that immigrants must obtain visas 
before entering Canada, more than 10 per cent of immigrants apply for visas 
after they are already in the country. The use of the discretionary power to 
make exceptions and grant landed immigrant status to persons already in 
Canada is not sufficiently controlled and monitored by Headquarters. 


There is a lack of control at ports of entry to Canada. Moreover, the 
Commission has not rationalized its efforts to find and remove from Canada 
those who contravene the Immigration Act. 


The Adjudication Directorate at National Headquarters provides effective 
direction to adjudicators in the performance of their duties. 


The Commission's practices for recovering loans fail to take account of the 
1978 Immigration Regulations, including the special provisions applying to 
refugees and immigrants in designated categories, concerning repayment 
schedules. 


The National Headquarters management system provides little assurance 
that the Immigration Program is in accordance with the Immigration Act, 
Regulations and guidelines. National Headquarters thus neglects a signifi- 
cant part of its responsibility to provide functional direction. 


29 


Matters of Special Importance and Interest 


Department of Agriculture (Chapter 8) 


Corporate 


The Department is in the process of improving its management activities. 
Some of the new management systems implemented over the last three 
years are still being refined, and most of our observations refer to these 


areas. 


Although the elements of a good planning system are in place, strategic 
plans are not sufficiently detailed or specific enough to provide a sound 
basis for decision making. 


The objectives of the program components are not expressed in terms that 
would enable existing management information to be used for ongoing 
effectiveness monitoring. 


There are significant delays in staffing many scientific and professional 
positions across the Department, due mainly to a lack of human resource 
planning and inadequate definition of responsibilities for training and 
staffing. 


Systems for controlling expenditures against the budget are in place and 
working well. However, there are areas such as the research program where 
a need exists for systems that can relate costs to results achieved. 


Agri-Food Development 


The Research Branch has not established comprehensive procedures nor has 
it assigned responsibilities for health and safety in laboratories and for the 
storage and disposal of toxic and dangerous chemicals and _ biological 
substances. 


Little work has been done to assess the effects of the loss of the 25 per cent 
of research scientists who must retire over the next four years. 


The Department's role in the Record of Performance Programs needs to be 
re-examined. After 77 years, only 13 per cent of the dairy cattle in Canada 
are included in the program. 


Levies under the Prairie Farm Assistance Act were terminated in 1972, 
leaving a balance of $9 million in a Fund. No payments have been made for 


over eight years, and no definitive action has been taken on the disposition 
of the Fund. 


Agri-Food Regulation and Inspection 


Formal training is not provided to all import/export inspectors, nor have 
qualifying requirements been established. As a result, there is a potential 
risk of damage to crops in Canada from importing pests and plant diseases. 
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e In 1980-81, the National Inspection Service (Meat Hygiene) of the Food 
Production and Inspection Branch incurred overtime costs in excess of $5 
million and recovered only 60 per cent of this amount. 


Department of Energy, Mines and Resources-- 
Minerals and Earth Sciences Program (Chapter 9) 


The management of change is the major challenge faced by the 
Minerals and Earth Sciences Program (MESP). The rapid expansion of the energy 
program and resource development projects have placed substantial new demands 
on the Program for earth science information and research studies. MESP has 
adapted remarkably well to these new requirements by developing new capabil- 
ities and modifying its organization and management practices. The Program has 
not, however, been able to improve certain of its management processes quickly 
enough to adapt to the rapid and extensive changes it is now facing. Improve- 
ments are necessary in areas such as strategic planning, human resource planning, 
and computer policy in order for MESP to make the best use of its program 
resources. 


& MESP is planning changes that could result in over $1 billion of new 
expenditures over the next five to seven years. The plans include: a new 
radar satellite for remote sensing; new programs relating to minerals; and 
new initiatives in areas such as off-shore resource assessment. Although 
MESP has made some significant advances in its planning capabilities over 
the last year, program personnel will be hard put to cope with the new 
planning requirements of these initiatives. 


@ MESP's human resource planning.is not adequate to meet its requirements 
for scientific and technical staff. Critical shortages have been experienced 
in some specialities such as petroleum geology and geophysics. There is 
every indication that shortages will continue in key areas across the 
Program and that they will adversely affect the ability of MESP to achieve 
planned initiatives such as off-shore resource assessments. 


e The Surveys and Mapping Branch is a world leader in applying the advanced 
technologies of tne computer and satellite age to increase the efficiency of 
map preparation. However, it has had to operate in the era of the horse and 
buggy when it comes to printing maps. Decisions on acquiring printing 
presses that would significantly increase the efficiency of map printing have 
been outstanding for several years. The Branch estimates that if it had 
replaced one of its small printing presses in 1975 for a sum of $150,000, it 
could have saved over $900,000 in labour costs alone over a five-year period. 


@ MESP does not have adequate security procedures to protect valuable 
technical data and information in the Surveys and Mapping Branch. The 
Branch stores "without duplicate" $7 million worth of aerial photographs and 
$1 million of digital data on topographical surveys. In the next ten years, 
the replacement value of digital information will increase to $70 million. 
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MESP does not have sufficient plans to co-ordinate the use of computers 
across the program and does not conduct adequate feasibility studies to 
ensure due regard for economy. MESP's $12 million computer budget is 
growing rapidly at 17 per cent a year, and there are now over 100 mini and 
micro-computers in the Department. In spite of this, the Program does not 
have sufficient plans and guidelines for computer acquisitions and does not 
always conduct formal feasibility studies to ensure due regard to economy in 
making acquisitions. Of the seven recent acquisitions we audited, only two 
had formal feasibility studies. 


The Department has not updated its IMPAC plan to meet management 
needs. Although the implementation of the original Plan has resulted in 
some improvements since 1979, it has not kept pace with the changing needs 
of the Program. Management has not paid sufficient attention to monitor- 
ing and evaluating some IMPAC projects. For example, MESP spent over 
$225,000 in a three-year period for developing a management accounting 
and reporting system. This system is still in the pilot project stage, and it is 
not clear whether it can or should be implemented. 


Department of Industry, Trade and Commerce - 
Industry Development Activities (Chapter 10) 


Our review of Industry Development activities, such as the Defence Industry 
Productivity Program, the Enterprise Development Program and others, 
revealed that the objectives and strategies in support of some of the 
programs were either not adequately documented, not adequately 
communicated, or not clear enough to permit accountability. 


There are no clear criteria or guidelines to assist the Enterprise Develop- 
ment Board in making decisions that may commit the Crown to more than 
$1 billion in loan insurance. In addition, we found that the responsibility, 
roles and accountability of the Board have not been defined in operational 
terms, beyond the Enterprise Development Program regulations. 


In all programs where discretionary decisions are made about whether to 
provide assistance, we found cases where decision criteria are not fully 
documented or do not provide for standard and consistent risk analysis. 


We could find no system for setting and applying priorities. Because 
industry development programs are competing for assistance funds, we 
expected to find documented criteria that would enable the Department to 


set priorities within these programs so that the benefit of assistance funds 
could be maximized. 


The Department's assistance activities provided direct payments, loan 
guarantees, loan insurance and investments totalling $2.275 billion in 
1981-82. In many cases, we found that the program or project monitoring 
function is seriously inadequate to protect taxpayers' interests. 
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Information systems and procedures in the Department do not provide 
adequate support for some Industry Development activities. In the Enter- 
prise Development Program, we found a multiplicity of information systems 
that duplicated each other and in which the information was frequently 
incomplete or out of date. The Machinery Program, under which decisions 
are made to remit duties on imported machinery that is not produced in 
Canada, depends on the adequacy of its information on the availability of 
machinery in Canada. During our audit, the Department was unable to 
provide us with fully documented policies and procedures for keeping this 
information up to date. 


Department of National Defence (Chapter 11) 


The discrepancy between DND's commitments and its ability to meet those 
commitments has been a topic of much discussion during this period of 
heightened world tension. The Department attempts to achieve some 
degree of capability in all assigned tasks, but because of tight funding 
ceilings cannot achieve satisfactory capability in some major activities. 
The Department, in consultation with the appropriate Cabinet committee, 
needs to determine the most effective ways of using the Policy and 
Expenditure Management System (PEMS) to assist in the interchange of 
information required to reconcile these differences. 


The Department has a state-of-the-art system for clearly defining major 
equipment requirements identifying and analysing options, analysing costs 
and availability, and defining acquisition projects to facilitate effective 
execution, monitoring and control of the projects. 


Although the systems for military manpower planning and training of indivi- 
duals function reasonably well, the Department has identified scope for 
improvement in its military personnel policies, the organization of the 
military personnel management function and the use of cost-benefit analysis 
and evaluation within the human resource management function, and is 
planning further work in these areas. 


Large complex computer systems support the operations of the Canadian 
Forces and the administration of the Department. The systems supporting 
logistics and supply, command and control, personnel and finance no longer 
satisfy user needs, and a major effort is needed in the areas of policy, 
planning and staffing in order to implement the required new generation of 
systems and technology. 


Department of National Health and Welfare (Chapter 12) 
In the Health Protection Branch, there are limited management information 


systems to assist the Branch in reviewing and deciding upon the level of 
coverage against health hazards provided by its scientific directorates, 


BY, 


Matters of Special Importance and Interest 


Problems with air handling systems, together with inadequate safety 
practices, in several of the Health Protection Branch laboratory facilities 
are creating potentially hazardous work environments. The Department is 
giving highest priority to taking corrective action and has recently obtained 
Treasury Board approval in principle for an extensive laboratory building and 
renovation program. 


Standards for health care services that should be provided to Indians and 
Inuit by the Medical Services Branch have not been completely defined. 
Moreover, there is limited co-ordination of activities with the Department 
of Indian Affairs and Northern Development for the delivery of services for 
Indian and Inuit programs. Inaccurate cost information and the relatively 
low priority given to recoveries of medical services provided by the Branch 
and insured by provincial plans have resulted in loss of revenues to the 
federal government for several years; initiatives are now under way by the 
Branch to address these deficiencies. 


The Health Services and Promotion Branch is responsible for administering 
payments of contributions to the provinces for health care services. These 
payments totalled $4.3 billion in 1981-82. Monitoring of compliance by the 
provinces with the conditions under which payments are made has been 
limited; however, initiatives by the federal government to improve these 
monitoring activities are under way. 


Satisfactory procedures to control the payment of funds to the provinces 
under the Canada Assistance Plan are being established, and major steps are 
being taken by the Social Service Programs Branch to document fully 
responsibilities, policies and procedures for the program. More extensive 
use of available management information on program operations in the 
provinces, however, would enhance the efficiency of the administration of 
the Plan. 


Our audit of the Family Allowances, Old Age Security and Canada Pension 
Plan programs did not reveal any significant errors in payments to recipi- 
ents. However, the present practice of the Department of excluding refunds 
of contributions in the determination of Canada Pension Plan benefit 
entitlements has resulted in overpayments to recipients since the early 
1970s; an estimated $7 million was overpaid in 1981-82. Although this 
represents less than one-third of one per cent of benefit payments for that 
year, the amount has been increasing each year. 


Performance measurement systems used to monitor productivity of the 
large staff employed in the administration of the Income Security programs 
do not use up-to-date work standards or fully representative output 
measures. As a result, they do not produce adequate information on the 
amount of work done during the period. 
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Department of Transport -- Surface Transportation Program (Chapter 13) 


The Surface Transportation Program involves annual expenditures of more 
than $900 million. The majority of these expenditures are made under 
contract to Schedule D Crown corporations to provide key transportation 
services. The independence provided to these corporations has hampered 
the ability of the Department to satisfy itself that these services are 
provided with due regard to economy and efficiency. 


VIA Rail: The railway passenger program is in serious financial difficulty. 
Payments to VIA have consistently exceeded all forecasts presented to 
ministers and Parliament since VIA was set up to operate passenger rail 
services in 1978. They currently average $50 for each paying passenger and, 
in total, cost the taxpayer $540 million in 1981-82. 


The Department does not have sufficient information on how economically 
or efficiently VIA operates, what its future capital and operating require- 
ments will be, or if or when railway passenger services will become viable. 
Contributing causes are inadequate initial planning, lack of information on 
market potential, slow and expensive regulatory decisions, complex 
organizational arrangements and difficulty in obtaining from VIA reliable 
data on the costs and revenues associated with the services it provides. 


Although the primary responsibility for ensuring successful implementation 
of the railway passenger program was given to the Department, it has not 
been in a position to control the process of decision and change required to 
meet its objectives and related financial targets. Major changes have been 
made in the program without adequate consideration of the consequences; 
for example, how making VJA a separate Schedule D Crown corporation 
would affect the Department's ability to control the program. 


CN Marine: This company has been provided with some $535 million since 
1979 to meet its ferry deficits without adequate assurance that the company 
operates in an economical and efficient manner. Auditors appointed by the 
Minister of Transport were denied access to certain operational information 
that was necessary to complete audits of contracts with CN Marine. 
Although CN Marine is subject to departmental contract audit, payments by 
the Department are based on unaudited budget information submitted by the 
company. Further, in the absence of performance standards for major cost 
components or a comprehensive audit of the company, the Department does 
not know if it has been subsidizing only the costs of "properly managed 
services" as directed by Cabinet. 


We were unable to satisfy ourselves on the propriety of a transaction involv- 
ing $25 million in up-front payments to CN Marine for the acquisition of a 
new ferry. We do not know what benefits to the Crown were anticipated 
when arrangements to advance these funds were approved, why CN Marine 
deposited these funds in a special bank account in the name of the 
shipbuilder, in trust for itself, or what consideration was received by CN 
Marine for $163,000 paid to the shipbuilder out of this trust account. The 
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total cost of the new ferry is in dispute, and its exact delivery date is not 
known. 


The prairie branch line rehabilitation program was approved by Cabinet in 
1977 without a resolution of the questions of whether the railways would 
agree to timely maintenance and how the program would affect branch line 
subsidies that the Canadian Transport Commission was already paying the 
railways. It was also approved without an inspection of the branch lines to 
determine their condition before agreeing to fund their rehabilitation. 


The Department states that the Surface Transportation Program is devel- 
oped and implemented in a complex institutional setting with politically 
sensitive negotiations that inhibit effective long-term planning and rational 
decision-making. The Department comments that this Report takes much 
less cognizance than is warranted of decisions by the Minister and Cabinet 
and of the general environment in which decisions are made. 


Foreign Operations (Chapter 14) 


Interdepartmental Management of Foreign Operations 


The interdepartmental mechanism set up by the Government to advise it on 
the conduct of foreign operations has been largely ineffective in rational- 
izing resources abroad with Canada's external interests. As a result, the 
Government has no assurance that the human and financial resources at 
posts abroad are appropriate to Canada's needs. 


Department of External Affairs 


The Department's resource allocation process is done on an arbitrary and 
incremental basis. Managers are not provided with a statement of objec- 
tives which are results-oriented and linked to resources provided. Plans 
produced to meet central agency requirements are not used as a basis for 
monitoring and evaluating the efficiency and effectiveness of programs. 


Human resource planning in External Affairs is inadequate. Needs are not 
based on operational plans, and there is no systematic determination of 
human resource availability. Action plans only address obvious immediate 
needs and do not address longer-term human resource requirements. 


With the exception of pre-posting briefings, lanquage training and training 
for some special skills, there is no systematic assessment of individual and 
group training needs linked to organizational needs. 


The Department needs to improve its planning for the acquisition and 
development of property abroad, in particular its approach to identifying 
accommodation needs, setting priorities and preparing feasibility studies. In 
certain instances, excessive involvement by _ interested parties has 
compromised economical and efficient delivery of the program. 
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The Telecommunications Division of External Affairs provides an econom- 
ical and efficient service. 


Although improvements have been made, not all the financial recommen- 
dations in our 1975 Financial Management and Control Study have been 
implemented. The central financial function needs to revise its systems to 
provide more complete financial information to program managers. Sepa- 
rate, manual financial records still exist in three bureaux. 


Most of the internal auditors have been reassigned to the Inspection Service, 
and, as a result, only one headquarters audit has been completed. Senior 
management, therefore, is still not being provided with an independent 
appraisal of the economy and efficiency of departmental operations. 


The audit and evaluation mandate assigned to the Inspection Service 
Overlaps with the mandate of departmental internal audit. Although 
offering useful suggestions for improvement, Inspection Service reports on 
post operations consist primarily of opinions and observations which are not 
based on established criteria or supported by evidence on file. The Service 
lacks the professional capability and methodology to discharge properly its 
audit and evaluation mandate. 


International Trade Development 


Because the objectives, roles and responsibilities within the Trade Develop- 
ment program have not been adequately defined, it is difficult to pinpoint 
accountability for planning and controlling program activities and thus for 
achieving objectives. ; 


At the direction of Cabinet, program managers have undertaken a priority 
marketing exercise to identify major Canadian export opportunities. 
However, marketing strategies were prepared without sufficient consul- 
tation with the Canadian export community. The priority marketing 
strategy cannot demonstrate any direct impact on trade. 


Immigration 


There are significant weaknesses in the processes used by management to 
ensure that annual immigration levels are achieved. For example, the 
method of translating annual immigration levels into operational targets to 
guide posts on their immigration processing activities is not adequate or 
complete. 


In 1979 and 1980, the Commission did not clearly and completely report to 
Parliament on planned and actual immigration intake. 


There is inadequate monitoring and control of some key aspects of 


immigration operations. Examples include inadequate physical and 
procedural control over visas at posts, and a 25 per cent increase in 
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discretionary decisions at posts between 1979 and 1981. These decisions 
were not systematically analysed by headquarters. 


Immigration services abroad are provided without charge and on request to 
specific individuals. The Commission needs to undertake a_ study of the 
feasibility and desirability of charging users for services provided, a 
practice that has been adopted by the United States and Australia. 


To ensure proper functional supervision and review of the Immigration 
program abroad, it is essential that co-operation and consultation between 
the Canada Employment and Immigration Commission and the Department 
of External Affairs be increased and sustained. 


Posts do not receive current and reliable information on Canadian occupa- 
tional needs and demands; moreover, existing systems do not provide a 
timely indication that these labour needs have been filled. Thus, there is 
the possibility that immigration will contribute to labour market surpluses 
and unemployment. 


The need to improve post processing efficiency has been recognized and is 
currently under study by an interdepartmental committee. 


The management information system used to monitor immigration pro- 


cessing activities abroad is inadequate. Managers are not provided with 
timely information. 
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2 
ACCOUNTABILITY OF CROWN-OWNED CORPORATIONS 


Introduction 


Purpose of Review 


ZL In 1976, following a government-wide study of financial management 
and control practices in certain Crown-owned corporations, we concluded that: 


In the majority of Crown corporations audited by the Auditor General, = 
financial management and control is weak and ineffective. Moreover, 
co-ordination and guidance by central government agencies of finan- 
cial management and control practices in these Crown corporations 
are virtually nonexistent. 


' This, together with the results of the prior year's study of similar practices in 
departments, led the Auditor General to express the deep concern that Parlia- 
ment - indeed the Government - had lost, or was close to losing, effective control 
of the public purse. 


2.2 Since that study, major reviews of Crown-owned corporations have 
been carried out by the Public Accounts Committee, the Government and a Royal 
Commission. These reviews all identified the same problems as our study and, 
like it, called for prompt action to provide an adequate legislative framework for | 
the direction, control and accountability of Crown-owned corporations. : 


Zep Six years have passed since the Office pointed out the existence of 
: So eave : 
major weaknesses in the control and accountability of Crown-owned corporations 
and gave Parliament a commitment to draw to its attention any progress being 
made. Although several pieces of draft legislation have been prepared, amend- 
ments to the Financial Administration Act have been introduced in Parliament, 


_required is still not in place. In the absence of conclusive action to resolve issues 
of control and accountability affecting Crown-owned corporations, we believe it 
is time to review what progress has been achieved since 1976 and to outline our 
views on how accountability can be improved. 


Scope of Review 


2.4 _ “Our review focuses on those wholly-owned Crown corporations that 
are not subject to the same accountability regime as government departments. It 
deals primarily with accountability to Parliament and the Government, with 
emphasis on formal structures and mechanisms. We did not review the roles and 
practices of either internal management or boards of directors. 
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rst Several weaknesses that have come to the attention of the Office in 
the normal course of conducting audits of Crown-owned corporations and their 
related departments and through other enquiries, have been included in this 
chapter to illustrate the problems that may occur and to emphasize the need for 
prompt corrective action. 
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SYNOPSIS 


2.6 Ancreasingly, the corporate form is being chosen by Government to 
achieve public policy objectives. ~ here is a wide variety in the types of Crown- 
owned corporations and in the accountability mechanisms applied. Although the 
activities of these corporations account for a significant proportion of total 
government operations, they are far less visible publicly than those carried out by 
departments. With assets of approximately $67 billion, liabilities of over $57 
billion, annual expenditures of over $30 billion, and more employees than 
government departments, Crown-owned corporations require an improved frame- 
work for accountability.to )-both Parliament and Government. Since the 1951 
Financial Administration Act (FAA) came into force, these Crown-owned cor- 
porations have grown in significance (examples are VIA Rail, CN Marine, Petro- 
Canada and Canada Post). However, the accountability framework has not 
evolved at the same rate. 


2.7 / The 1976 and 1979 Reports of the Auditor General, the 1979 Report of 
the Royal Commission on Financial Management and Accountability (the Lambert 
Commission), and various reports of the Standing Committee on Public Accounts 
have all pointed out the need for an improved parliamentary control and account- 
ability framework. ‘This need was acknowledged by the Government in its 
proposals in the 1977 paper "Crown Corporations: Direction, Control, Account- 
ability", and in two legislative initiatives, Bill C-27 in 1979, and Bill C-123 
(Part V) in 1982. /Over the past six years, however, actual progress toward better 
accountability has been limited, particularly as far as Parliament is concerned. 


2.8 ' Policy mandates and objectives are often vaguely defined when a 
Crown-owned corporation is established. This gives rise to serious concerns about 
whether such corporations are able to stay within or can be held within their man- 
dates so that the public objectives intended by Parliament and the Government 
can be achieved. Progress in fulfilling their mandates, or consideration of the 
appropriateness of continuing with a previously approved mandate, are rarely 
evaluated by Parliament. This may be because mandated objectives of a Crown- 
owned corporation are seldom translated by the Government into specific 
priorities and goals for that corporation. Adequate information to judge whether 
most Crown-owned corporations are achieving the objectives set for them is 
sometimes not received by the Government, and the information given to, 
Parliament is totally unsatisfactory. 


Zea The Office remains seriously concerned about how well the Govern- 
ment monitors and controls Crown-owned corporations. For example, the classifi- 
cation system provided for under the Financial Administration Act classified 
government corporations according to degrees of control required. It has not been 
updated since 1951. Required reclassifications have not been made, perhaps 
because of the lack of periodic reviews to indicate the need for greater or less 
control or because there are no stated criteria for classification. A number of 
Crown-owned corporations are not classified under the FAA. The “I977 
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Government paper on Crown corporations indicated that the Government had 
begun a study of mixed enterprises and would be making proposals as soon as 
possible regarding accountability of these entities to Government and Parliament. 
These proposals have not been brought before Parliament. 


<p Government monitoring and control of Crown-owned corporations_are 
hampered by the potential for weak co-ordination among the responsible 
minister's department and such central agencies as the Privy Council Office, the 
Treasury Board Secretariat and the Department of Finance. The Government has 
stated that the proposed amendments to the Financial Administration Act in Bill 
C-123 will clarify and strengthen their respective responsibilities. 


—— 


acta k Those corporations proclaimed as agents of Her Majesty have 
borrowings and other liabilities relating to parties outside the Government of 
about $13 billion as of 31 March 1982. These liabilities of the Government of 
Canada are not included in the accounts of Canada because they are intended to 
be, and in practice are, repaid directly by the corporations. These liabilities are 
reported in the financial statements of Canada by way of a note. Although the 
assets of the corporations concerned exceed these liabilities, the fact that the 
liabilities are not included in the Government of Canada Statement of Assets and 
Liabilities may mislead readers about the extent of the Government of Canada's 
total debt. The size of the borrowings by Crown-owned corporations gives rise to 
concern over the impact that these borrowings may have on Canada's financial 
markets. 


2542 ALegislative audits of wholly-owned corporations are intended to pro- 
vide Parliament with assurance that financial statements present fairly the 
financial position of the corporation, that corporate activities have been within 
the specified statutory mandates and that funds have been expended for the pur- 
poses intended. “They are not intended to, nor do they, provide assurance that 
value for money has been received for the funds spent. The Public Accounts 
Committee has recognized the need for the increased assurance that would result 
from a broader scope of audit. “Parliament and the taxpayers of Canada, we 
believe, want to have independent reviews conducted to provide assurance that, 
when public funds are spent, value for money is being received. Such reviews, 
conducted by independent third parties, help to maintain the needed degree of 
autonomy of Crown-owned corporations. Broad-scope or comprehensive audits 
have been conducted in a number of Crown-owned corporations. However, such 
assurance cannot be guaranteed for all wholly-owned Crown corporations until 
legislative provisions are introduced to require it. / 


Ze 


7p We, /Because required improvements have not been made in the account- 


ability framework for Crown-owned corporations, we are greatly concerned, even 
afraid, that: 
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Parliament is becoming further isolated from an increasing portion of 
government activities. The growing practice of using Crown-owned 
corporations to conduct a widening range of government activities has 
so strained the capability of the existing accountability framework 
that Parliament may not be able to exercise its fundamental responsi- 
bility for overseeing receipts and expenditures of public funds. / 

VA 


Recommendations 


2.14 Recommendations for improving the accountability of Crown-owned 
corporations are offered both in Chapter 5 of the 1976 annual Report and in 
the Lambert Commission and in numerous reports tabled by the Standing 
Committee on Public Accounts. Given the existence of this body of material that 
can be referred to and drawn upon, the following general recommendations are 
those which we believe require prompt action. 


2.15 Broad legislation for the accountability of Crown-owned corporations 
should be developed that will include provisions relating to each of the elements 
of authorizing and mandate, financing, directing, controlling and reporting. Such 
legislation should provide that these corporations be subject to comprehensive 
audits. 


2.16 Parliament should give attention to issues surrounding control and 
accountability of those mixed enterprises and other entities and associates in 
which the Crown is a shareholder. 


Background 
General 


yan) The Government has several types of public policy instruments that 
can be used to pursue broad economic, social, cultural, or other national 
objectives. Indirect instruments, such as tax policy and government regulations, 
may be used to achieve objectives by influencing the programs and activities of 
other public and private sector organizations. Alternatively, the Government may 
decide to pursue its objectives more directly through the programs and activities 
of two general forms of organization. In this case, objectives may be achieved by 
operations of departments and agencies or through Crown-owned or controlled 
corporations. 


2.18 The choice of the corporate form has implications for the Government 
and Parliament in terms of the direction, control and accountability of the organi- 
‘Zation. 
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219 In Canada, as in many other countries, the use of corporations as a 
means of achieving public policy objectives began in the 19th century with 
government ownership of canals, harbours and railway enterprises. During the 
early part of the 20th century, government ownership in transportation expanded 
and other enterprises in broadcasting and central banking were added. The Second 
World War spurred an increased involvement of Crown-owned corporations in such 
industrial activities as procurement, construction, production, manufacturing and 
distribution. Recent years have witnessed further expansion into the areas of 
energy, telecommunications, and export and agricultural financing, as well as into 
various types of marketing boards, research and granting councils, advisory and 
regulatory boards. Recently, postal services have been converted from the 
departmental to the corporate form of organization. 


2.20 ‘The legislative basis for the accountability of Crown corporations is 
found in Part VIII of the Financial Administration Act, the special acts esta- 
blishing some of the corporations, and in companies legislation such as the Canada 
Business Corporations Act. On behalf of the Crown, ministers exercise the 
powers of direction and control over Crown-owned corporations established by 
statute, or act as trustee shareholders if the corporations are incorporated under 
companies legislation.) 


Pee N ‘The main provisions of the FAA for controlling the operations of most 
Crown-owned corporations focus on capital and operating budgets. All corporate 
appropriations and loans from the Consolidated Revenue Fund (CRF), as well as 
borrowings from capital markets by agent corporations, must be approved by 
Parliament, either in a general way through the special act establishing the 


corporation, or on a case-by-case basis through the Estimates. , 
Jf 


Zaee At present, the capital and operating budgets, and corporate plans 
where they exist, are the most important documents whereby the Government 
may formally control the implementation of public policy objectives and reach 
agreement with the corporations on long and short-term objectives and financing 
strategies. 


Numbers and Types of Corporations 


2.23 In 1981, the Office of the Comptroller General identified 306 corpora- 
tions in which the Government of Canada was whole or part owner (see 
Exhibit 2.1). Of this total, 57 parent Crown corporations were listed in the 
schedules to the Financial Administration Act. Twenty-two additional parent 
corporations are not listed in the FAA. Types, descriptions and examples of these 
corporations are shown in Exhibit 2.2. 
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Number of Corporations 


in which the Crown is Whole or Part Owner* 


Type 


-“rown corporations 


Departmental 


Agency 
Proprietary 


Jther government corporations 


sub-total of agency, proprietary and other 
government corporations 


Total 


Mixed enterprise 


Jther entities and associates 


sub-total mixed, other entities and 
associates 


_ess: Multiple listings 


TOTAL 


Parent 


14 


20 
25 


22 


65 


719 


Ze 


27 
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Exhibit 2.1 


Subsidiaries Associates Total 


(More than 
50% held) 


23 


not 
recorded 


(50% or 
less held) 

Ji 18S) 

Tage 

58 195 

z9 

58 246 

Se) 261 

not 22 
recorded 

27 

49 

F110 

4 

306 


*Source: Listing, as of 30 November 1981, prepared by the Office of the Comptroller 


ceneral of Canada. 
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Indicators of Size (Note 1) 


(31 March 1982) 


Exhibit 2.3 


Type Employees Assets Liabilities Revenues Expenses 
(millions of dollars) 

Crown corporations 

Departmental 30,619 $ eae | 67 $505 5059m $8,964 

Agency (Note 2) 82,440 3,306 2,685 3,098 Bye vAis 

Proprietary 1a 4 38,769 DO. Da L205 13.6 LOD 
Other government 

corporations 5442 24,676 LI 1 ID 6,776 4,499 
Total of agency, pro- 

prietary and 

government 

corporations 232,606 66,751 5/001 2 Dd ZA 425 

TOTAL 2694229 $166,766 “$97 ,00/8 "$26 556. >" 20.000 

Mixed enterprise SYS, 468° $5" 6 S07 5b $0 28ae Sue) 

Other entities and 

associates 34 UZ 69 73 

Total Suit l OO Zk Sac :65 087a wie dys 3; 3558, $ ore n2Gs 

Note: 

1. Excluded from the totals for mixed enterprises are the amounts for seven 
international organizations, such as the International Bank for Reconstruction and 
Development. Also excluded are 11 non-operating entities and 12 for which 
information was not readily available. Therefore, the amounts shown relate to 98 
entities out of the total of 128 shown in Exhibit 2.1, including subsidiaries where 
they are consolidated in a corporation's annual report. 

2. Totals for agency corporations exclude amounts for the assets and liabilities of 


the Canada Post Corporation which became a Crown corporation on 16 October 
1981 because the valuation of assets transferred from the Government to the 
Corporation has not been completed. Postal revenues of $815 million and 
expenditures of $1.1 billion for the period from incorporation to 31 March 1982 
have been included. Also included are the 69,457 employees of the Corporation at 
31 March 1982. 
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Size and Impact 


2.24 The impact of those corporations in which the Government is whole or 
part owner is substantial. Indications of their size in 1982 are given in 
Exhibit 2.3. The information presented slightly underestimates the significance of 
Crown-owned corporations in the Canadian economy, because some data on subsi- 
diaries and associated companies were not available and some subsidiary corpora- 
tions were not consolidated. 


Zeto In 1982, the Crown-owned corporations, including departmental cor- 
porations, employed over 263,000 Canadians, had recorded assets of about $67 
billion and expenditures of more than $30 billion (see Exhibit 2.3). The liabilities 
of the corporations were over $57 billion. Even excluding the amounts for 
departmental corporations, which are controlled as departments and reported on 
in Canada's summary financial statements, the amounts for the remaining wholly- 
owned corporations are substantial. 


2.26 Government departments, in comparison, employed 221,000 public 
servants, excluding 84,000 in the Armed Forces and 18,000 RCMP, and spent over 
$75 billion in 1982. The Crown-owned corporations, excluding departmental 
corporations, employed more people than departments and their expenditures 
amounted to about 28 per cent of departmental budgetary expenditures. In some 
areas, such as agriculture, communications, energy, industrial development and 
transportation, the activities undertaken by Crown-owned and solely controlled 
corporations are of comparable or greater significance than those of responsible 
departments. 


2.27 Crown-owned corporations span an extremely wide range of size, from 
inactive entities such as the Municipal Development and oan Board, and Uranium 
Canada Limited, to some of the largest financial institutions in the country, such 
as the Bank of Canada, Canada Mortgage and Housing Corporation, Export 
Development Corporation, Farm Credit Corporation, and the Federal Business 
Development Bank, and non-financial entities like Canadian National Railways, 
Petro-Canada, Air Canada and the Canada Post Corporation. 


2.28 Many of the Crown-owned corporations, large and small, have a mono- 
polistic or significant position in a segment of the economy. Monopolistic 
examples include the Bank of Canada, and the Canadian Wheat Board, the Canada 
Post Corporation, for letters. Canadian National Railways, Air Canada, Teleglobe 
Canada, and the Canadian Broadcasting Corporation are among the Crown-owned 


corporations with dominant or significant positions in a given segment of the 
economy. 


2.29 . Although the departmental form of government organization is the 
traditional and most important one, it is clear that Crown-owned corporations are 
also an important vehicle for achieving public policy objectives. 
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What Progress Has Been Made? 


Chronology 


2.30 During the last six years, there have been a number of major reviews 
of the existing framework for accountability of Crown-owned corporations and 
several important initiatives taken with the aim of improving that framework. In 
order to judge whether progress has been achieved, the major events are briefly 
reviewed and analysed here. 


Zoos. 1976 Report of the Auditor General. In 1975-76, the Office examined 
the financial practices of Crown corporations audited by the Auditor General. We 
found that the financial management and control practices of Crown corporations 
did not satisfy the joint needs of Parliament, the Government and corporate 
management to control the spending of ante funds. For example, the 
Government did not have a list of all the corporations it owned or had significant 
equity in. To remedy the situation, the Auditor General proposed improvements 
in the financial management and control of Crown corporations and the accounta- 
bility of these corporations to Parliament and to the Government. 


2.32 1977 Government of Canada proposals. A 1977 report by the Privy 
Council Office dealt with the direction, control and accountability of Crown cor- 
porations. ‘The Government outlined a series of reforms designed to emphasize 
the role of Crown corporations as a form of government organization for carrying 
out public policy objectives, while at the same time preserving the requisite 
degree of autonomy required by management to carry out its functions, Because 
the majority of reforms required legislative authority, draft legislative proposals 
were annexed to the study. 


2.53 Reports of the Public Accounts Committee.’ The Standing Committee 
on Public Accounts has issued a number of reports dealing both with specific 
Crown corporations and with the accountability of Crown corporations in general. 
Three of the most important are the 11 April 1978 Second Report, the "Crown 
Corporations Report", the 20 February 1981 Fourth Report on "Control and 
Accountability of Crown Corporations" and the 20 May 1982 Fifteenth Report 
that addressed the financial statements of Eldorado Nuclear Limited. //The 
Committee stated that all public funds demand public accountability, regardless 
of the form of organization through which the funds are administered. Its 
“recommendations related to the creation, classification, financing, financial 
management practices, reporting, central agency responsibilities for, and auditing 
of Crown corporations. With regard to auditing, the Fourth Report recommended 
that the Government introduce legislation which would authorize the Auditor 
General to put into effect a program of comprehensive auditing in wholly-owned 
Crown corporations. / 


2.34 1979 Report of the Lambert Commission. The Lambert Commission 
conducted a broad inquiry into the best means of providing effective financial 
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management in the federal administration, including departments and Crown 
agencies. The Commission concluded that the existing accountability framework 
was not sufficiently comprehensive to embrace the variants of Crown agencies. It 
believed that the answer to much of the problem lay in the proper classification 
of organizations. It argued that, without clear categories, both Parliament and 
the Government would flounder in trying to fulfil their responsibilities for 
ensuring the accountability of Crown agencies as instruments of public purpose. 
It recommended that the schedules to the FAA be revised and, to ensure account- 
ability, that a regime based on mandate, direction, control, and evaluation and 
reporting be developed for specific categories of Crown agencies. 


p 


one 


2.35 1979 Privy Council Office letter. On 7 May 1979, the Secretary to the 
Cabinet and Clerk of the Privy Council wrote to the presidents of Crown 
corporations to inform them of a Cabinet directive imposing interim controls over 
the operations of Crown corporations prior to the development of a broad policy. 
These interim controls dealt with creating and disposing of subsidiary corpora- 
tions, approving capital budgets, financing from private sources, and approving 
corporate appointments of independent auditors. A committee of senior deputy 
ministers was to be’ convened under the chairmanship of the Secretary to the 
Cabinet and Clerk of the Privy Council to develop Crown corporation policy and 
oversee the effective implementation of the Cabinet directive. 


2.36 1979 Report of the Auditor General.--Chapter 8-of our 1979 Report 
reviewed developments since the 1976 Report, compared the major findings of the 
Office with those of the Lambert Commission and set out matters that the Office 
believed parliamentarians should consider in reviewing draft legislation on Crown 
corporations. The Report also outlined a general framework for accountability. 


Zao) 1979 draft omnibus legislation on Crown corporations (Bill C-27). On 
26 November 1979, the Government tabled Bill C-27, an omnibus Crown Cor- 
porations Act. The legislation applied to all wholly-owned corporations and to 
their wholly-owned subsidiaries. The Bill, which addressed many of the defi- 
ciencies in control and accountability identified by the Auditor General, the 
Lambert Commission and other studies, died on the order paper. 


2.38 Crown Corporations Division of the Treasury Board Secretariat. The 
Crown Corporations Division of the Treasury Board Secretariat was established in 
1979. It focuses on wholly-owned corporations, except departmental corporations, 
and advises the President and members of the Treasury Board on corporate 
submissions related to the Estimates, operating and capital budgets, and other 
areas requiring Treasury Board approval or recommendation to the Governor in 
Council. In addition, the Division may provide advice to the President and the 
members of the Treasury Board on government proposals involving the direct or 
indirect commitment of public funds to private sector companies as well as on 
Cabinet memoranda dealing with various corporate issues. 
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29, Federal Cultural Policy Review Committee. In August 1980, the 
Secretary of State established the Federal Cultural Policy Review Committee. 
The Committee's terms of reference include an examination of Crown-owned 
corporations which have responsibilities in the area of cultural affairs. The 
Committee was expected to publish its report in November of this year. 


Se 


2.40 The 1982 Government Organization Bill (Bill C-123). On 30 June 1982, 
the President of the Privy Council tabled the Government Organization Bill, 


“Part V of which was concerned with Crown corporations and other "wholly-owned 


government corporations". The legislation took the form of amendments to 
Part VIII of the FAA and would apply to the corporations now listed in 


| Schedules C and D of the FAA and to an unspecified additional number of wholly- 


\ 


owned corporations. The Government re-emphasized the need to maintain a 
careful balance between government control and the corporations’ requirements 
to operate with a degree of independence appropriate to their corporate form and 
sound business behaviour and practices. Besides the legislation, the Government 
provided for the creation of specialized Crown corporation units reporting to 

ministers responsible for Crown corporations. ee 


2.41 / 1982 Prime Minister's letter. On 19 July 1982, the Prime Minister 
wrote to his Cabinet colleagues responsible for Crown-owned corporations to 
elaborate on the provisions of Bill C-123. He stated that the essence of the 
Government's policy was that the federal government, as the sole owner of 


-wholly-owned corporations, has all the rights of a sole shareholder under the 


Canada Business Corporations Act and will exercise these rights through the 
appropriate minister, the Treasury Board and the Minister of Finance¢ The letter 
also sought to clarify the responsibilities of responsible ministers, Cabinet 
committees, the Minister of Finance, and the Treasury Board with respect to the 
proposed legislation. 7In addition to clarifying ministerial responsibilities, the 
Prime Minister indicated that the new framework and administrative arrangement 
may result in a reduction in burden for most corporations and a significant 
speeding up of the various approval processes while strengthening the ability of 


the Government to provide direction to Crown-owned corporations and to hold 


them accountable, 


Analysis of Initiatives 


2.42 Administrative direction. In earlier Reports, we expressed concern 
over the extent of direction being given by the Government, the uncertainty of 
numbers of Crown-owned corporations that existed, and the lack of a suitable 
accountability framework for those entities in which the Government had less 
than full ownership. 


7 5 

LY (pen Se fo 
2.43 “Government directives. During the six-year period under review, the 
Government has issued a number of circulars for the purpose of improving the 
direction, control and accountability of Crown-owned corporations: 
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- 30 September 1976 - Revised Procedures for Approval of Crown 
Corporation Capital Budgets (Circular No. 1976-38). This cir- 
cular announced procedures for the approval of capital budgets 
and contains general descriptions of expected content. 


~ 7 February 1977 - Commercial Practices in International Trade 
(Circular No. 1977-6). This circular described the Government's 
policy regarding the commercial practices of Crown corporations 
engaged in international trade. 


~ 30 June 1980- Policy on the Contingent Liabilities of the 
Government of Canada (Circular No. 1980-28). This circular 
described the Government's policy on contingent liabilities and 
on the financial position of, and on the issuance of shares by, 
agent Crown corporations. 


- 30 September 1980 - Guidelines for the Financing of Crown Cor- 
porations (Circular No. 1980-46). This circular outlined classifi- 
cation criteria for dealing with financing transactions between 
the Government of Canada and its Crown-owned corporations. 


~ 30 September 1980 - Valuation of Recorded Assets (Circular 
No. 1980-47). This circular outlined the policy and the methods 
to be used in establishing reserves against Government of 
Canada recorded assets (including investments in Crown cor- 
porations). 


2.44 These circulars represent progress in improving the functioning of the 
accountability framework for Crown-owned corporations. It should be noted, 
however, that only the two circulars concerning Capital Budgets and Commercial 
Practices deal specifically with corporate accountability. The others deal more 
with proper financial accounting for transactions and with activities of Crown- 
owned corporations that affect the Public Accounts. 


2.45 Currently, a circular is pending that deals with the transfer of physical 
assets to Crown-owned corporations and, also, a draft proposal has been prepared 
to rationalize the financial structures of Crown-owned corporations. In our view, 
although these circulars are useful, this issue-by-issue approach is not an adequate 
substitute for an overall legislative framework. 


2.46 Inventory of corporations. The first effort to list all Crown-owned and 
controlled corporations, and similar bodies wholly or partially owned or controlled 
by the Government of Canada, was distributed in May 1977. It was issued by the 
Treasury Board Secretariat in response to concerns raised over the lack of 
knowledge of the numbers in existence. This list identified 366 entities in which 
the Government of Canada had invested. The most current list is dated November 
1981 and identified 306 entities (see Exhibit 2.1). The difference between the two 
lists is mainly due to the deletion in the 1981 list of a number of mixed and 
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associated corporations. The next list is due in November 1982. In our view, the 
monitoring and public reporting of such investments should be done by the 
Treasury Board and reported at least annually to the Public Accounts Committee. 


2.47 Accountability regime for corporations not wholly-owned. In our 1979 


Report, we observed that, because of the size of the government investment in 
mixed and joint enterprises, their control and accountability should be studied. 


2.48 We are disappointed that this has not been done. With assets, 
liabilities, revenues and expenses of these entities in the billions of dollars (see 
Exhibit 2.3), we believe it is important to ensure that an appropriate framework is 
in place to provide accountability to Parliament. 


2.49 Legislative proposals. The two legislative proposals dealing with 
improving accountability of Crown-owned corporations are Bill C-27 and 
Bill C-123 (Part V). Exhibit 2.4 shows a general accountability framework based 
largely on the outline in our 1979 Report, but with the elements of authorizing 
and financing added. The 1977 Government proposals and two subsequent 
legislative initiatives are compared in terms of the extent to which each of them 
address the elements of the framework. 


2.50 In November 1979, the Government tabled the Crown Corporations 
Bill, C-27. Although that Bill had a number of deficiencies, it represented a 
major step toward a comprehensive and effective framework for the control, 
direction and accountability of Crown-owned corporations. It also responded to 
the majority of recommendations on Crown-owned corporations made since 1976 
by this Office, the Public Accounts Committee and the Lambert Commission. 


723%) Part V of Bill C-123 does not take the same comprehensive approach 
as did Bill C-27. Instead, it addresses only issues which the Government 
presumably believes demonstrate the most pressing need for correction. 


Lol Analysis of Part V of Bill C-123 is difficult because of uncertainty 
over how, and the extent to which, the extensive powers of administrative discre- 
tion proposed by the Bill would be used. For example, the "unanimous shareholder 
agreement" contemplated by section 66.11 conceivably could be used to direct 
Crown corporations on a wide range of matters and could correct many of the 
deficiencies noted since 1976. In the absence of clear indications from the 
Government as to how such powers are likely to be used, we cannot comment on 
the extent to which implementation of Bill C-123 would meet past recommen- 
dations and current concerns. 
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Exhibit 2.4 
Comparative Analysis of Government Initiatives 


1977 Government Proposed Legislation 
General Accountability Framework Proposals C-27 C-123 


Authorizing and mandate 
Instrument of national policy X = 
Control over establishment of corporations 
By Parliament 
By Government 
Limitation of subsidiaries' powers to that of 
parent 
Review of mandate ee 


(partial) 
Xx 


x | 
| Se 9 Seba. tae 


Financing 


Controls over spending, commitment and borrowing 
powers: 
Capital Budget 
Operating Budget < 
Approval of external borrowing 
Guarantees 
Definition of "Agent" status 


[ese se $< 
«>< <x 
[eS] o45< 5< 


(partial) 


Directing 


Communication of government priorities X 
Tabled in Parliament X 
Clear statements of objectives against which to 
measure corporate performance —_ 
Compensation for government activity Xx 
Controls over the appointments and dismissals of 
directors, chairpersons and presidents — 
Duties and responsibilities of directors and 
officers Xx 
Executive salaries Xx 
Government approval of By-laws Xx 
Conflicts of interests Xx 


x x 
ie 


belie pe Se wedi | 
| 


Controlling 

Scheduling of all wholly-owned corporations (partial) 
Scheduling according to clearly stated criteria, to 

provide for the appropriate degree of control 
Submission of corporate plans 

For review by Government 

Summary tabled in Parliament for information 


ZSox eS 
Seas ta BS 
< 


Reporting 


Reporting of costs and results in relation to 
objectives and authorized expenditures: 
To Parliament = as ae 
To Government = — ai 
Treasury Board Requests for Information = a X 
Review and assessment of reported performance: 
By Parliament = == = 
By Government — = — 


Audit 


Appointment of Auditor — 
Audit Committee — 
Right to consult with Auditor General — 
Special reports to Board of Directors — 
Comprehensive audit a 


beer be bead 
| 
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Ze22 Aside from this, we are alarmed by the extent to which Parliament's 
role in the control, direction and accountability of Crown corporations has been 
overlooked by Bill C-123. For example, the Bill 


- would continue to allow Crown corporations to incorporate or 
acquire subsidiaries without requiring periodic parliamentary 
review; 


- does not require tabling of "agreements" (directives) in Par- 
liament or their publication in corporations’ annual reports; 


- does not provide for improved information in annual reports pro- 
vided to Parliament by Crown corporations; and 


~ does not require all wholly-owned parent Crown corporations to 
operate under the existing provisions of Part VIII of the Financial 
Administration Act -- Parliament's general regime of financial 
management and control for Crown-owned corporations -- or put 
forward revisions to the FAA to make it more appropriate for all 
such Crown-owned corporations to be listed. 


Need for Improvement in Accountability Framework 


2.54 Three main parties participate in the corporate accountability process: 
Parliament (legislative approval and scrutiny), Government (central co-ordination, 
direction and control), and corporate management, including boards of directors 
and senior management (corporate policy, operations and reporting of results). 


2.55 _ Parliament's role is to hold both the Government and the individual 
corporation, through the responsible minister, to account for the public resources 
entrusted to the entity. 


2.56 The Government's role of providing co-ordination, direction and con- 
trol includes concern for protecting the public purse and achieving public policy 
objectives. Crown-owned corporations are structured with certain advantages. 
These may include: | 


- the ability to borrow funds at lower rates of interest than pri- 
vate sector corporations; 


- monopolistic conditions; 


~ immunity from certain taxes, legislation (provincial and federal) 
and possibly from execution of lawsuits; and 


- access to public funds in times of demonstrated need. 
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To minimize possible abuse and risk inherent in granting these privileges, the 
Government imposes constraints and controls that may limit corporate autonomy. 
To ensure that public policy objectives are being achieved, the Government has to 
monitor their implementation. 


2.57 Crown-owned corporations quite rightly are concerned with achieving 
an appropriate level of financial performance. They must also recognize respon- 
sibility for implementing authorized public policy objectives. 


2.58 The need for a sound accountability framework for wholly-owned 
Crown corporations is evident, especially considering the number and variety of 
corporations, their size, the impact of this form of organization and the many 
purposes for which these corporations are used. An appropriate framework can be 
described according to five major elements -- authorizing and mandate, financing, 
directing, controlling and reporting. Audit, another important element of 
accountability, is discussed separately. 


ay) In the following sections, we 


~ elaborate on the principles of the general accountability frame- 
work shown in Exhibit 2.4; 


- raise questions about the existing framework and its application, 
particularly with respect to Parliament's role; 


- present examples arising from our regular audit activities to 
illustrate problems that do and can occur under the existing 
framework; and 


- summarize our concerns about the need for improved account- 
ability of Crown-owned corporations. 


Authorizing and Mandate 


2.60 Framework. Authorizing should include creating and then deter- 


mining, approving and assigning to Crown-owned corporations major purposes, 
powers and responsibilities. 


2.61 When establishing a new corporation, its purposes, the rationale for 
choosing the corporate form, its powers, roles and responsibilities, and the scope 
of required independent audit and choice of auditor should be stated. Parliament, 
after due consideration and debate, should act on the Government's recommenda- 


ae for the enabling legislation or approve incorporation under companies legis- 
ation. 
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2.62 Once in operation, the appropriate minister should report to Parlia- 
ment on how the corporation is carrying out its activities. The Government, with 
the involvement of central agencies, should assess these reports, evaluate pro- 
gress and, where appropriate, propose to Parliament legislative changes regarding 
purpose, powers and so on. Parliament, in turn, should consider and vote on such 
proposals. Parliament's involvement both in establishing and overseeing Crown- 
owned corporations is essential for effective accountability. 


2.63 Questions. Our review of the existing accountability framework has 
led us to raise such questions as: 


~ Does Parliament have a satisfactory opportunity to review 
periodically and approve the creation of all new Crown-owned 
corporations, including subsidiaries of existing corporations, and 
the participation of the Government in mixed enterprises and 
other entities and associates? 


~ Does Parliament receive adequate information on which to 
assess the importance of proposed public policy objectives? 


- Does Parliament have sufficient research and analytical support 
resources to provide it with the advice necessary to assess 
Government proposals? 


- Is the rationale for choosing the corporate form sufficiently 
assessed, or is this form chosen mainly to lessen parliamentary 
scrutiny, internal government controls and the level of indepen- 
dent review? 


~ Have the mandates of Crown-owned corporations been esta- 
blished in a sufficiently clear fashion (for example, are public 
policy objectives identified) to provide for subsequent direction 
and control, or are such mandates so vaguely worded that 
Crown-owned corporations are able to expand their activities, 
possibly in unintended directions? 


- Does Parliament receive adequate information on the continuing 
appropriateness of an approved mandate and the continuing 
appropriateness of the use of the corporate form to achieve it? 


2.64 Examples. Our regular audit activities revealed a number of instances 
where Parliament did not have an adequate opportunity to review and approve the 
creation of Crown-owned corporations: 


- The Canada Development Investment Corporation (CDIC) is a 
recent example of the creation of a Crown corporation without 
adequate parliamentary review. CDIC's mandate is extremely 
broad, and it may be interpreted to allow CDIC to participate in 
almost any economic activity. On 26 May 1982, the President of 
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the Canada Development Corporation (CDC) -- a mixed enter- 
prise government corporation -- caused the CDIC to be incorpo- 
rated, following an agreement with the Minister of State on the 
future role of the Government as an investor in CDC. On 
29 June 1982, the agreement was approved by the private sector 
shareholders of CDC at their annual meeting. On 15 September 
1982, the Governor in Council accepted ownership of the new 
corporation on behalf of Her Majesty in right of Canada, changed 
the objectives of the corporation, made it an agent of Her 
Majesty, and scheduled CDIC as a Schedule D corporation under 
the FAA. All this occurred without adequate review by 
Parliament. Because CDIC has objectives virtually identical to 
those of CDC allowing it to participate in almost any activity, it 
has the potential to acquire and dispose of business interests 
without parliamentary approval. 


The Government approved the creation of two major Crown cor- 
porations -- VIA Rail Canada Inc. in 1977, and CN Marine Inc. in 
1978 -- for the purpose of providing certain transportation 
services which have required a high degree of subsidization. It 
was anticipated at the time these corporations were set up that 
public funds would be required for their operations. In these 
instances, major Crown-owned undertakings have evolved with- 
out adequate prior parliamentary scrutiny. In the case of CN 
Marine Inc., the company was set up as a subsidiary of Canadian 
National Railway Company. 


In June 1982, a new corporation, St. Anthony Fisheries Ltd., was 
incorporated by the federal government under the laws of the 
Province of Newfoundland. The federal government agreed to 
make a commitment of up to $10 million by way of loan 
insurance guarantees through the Enterprise Development 
Program of the Department of Industry, Trade and Commerce. 
The incorporation of this corporation did not receive adequate 
parliamentary review. 


The Canada Lands Company Limited (formerly Public Works 
Lands Company Limited, incorporated in 1956) has recently 
created five subsidiaries without parliamentary approval: 


Canada Lands Company (Mirabel) Limited; 


Canada Lands Company (Le Vieux Port de Montréal) 
Limited; 


Canada Harbour Place Corporation; 


Canada Lands Company (Le Vieux Port de Québec) Inc. 
and 


Canada Museum Construction Corporation Limited. 
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226) _An example of the very broad mandates granted to Crown corporations 
is that of Canadian National Railways. Section 31 of the 1955 CNR Act grants 
CNR an almost unlimited mandate to acquire securities of other companies. It 
states: 


The National Company may, with the approval of the Governor in 
Council, acquire, hold, guarantee, pledge and dispose of shares in the 
capital stocks, bonds, notes, securities or other contractual obligations 
whatsoever of any railway company, or of any transportation, naviga- 
tion, terminal, telecommunication, express, hotel, electric or power 
company or of any other company authorized to carry on any business 
incidental to the working of a railway, or any business that in the 
opinion of the Board of Directors may be carried on in the interests of 
the National Company. 


2.66 Conclusions. The existing legislative framework for creating, moni- 

toring and, where necessary, changing the purpose of using the corporate form for 

~ achieving public policy objectives can be abused. It permits a perceived need for 
expeditious action to become an excuse for avoiding parliamentary authorization. 


2.67 Under Bill C-123, parliamentary approval will be required by negative 
resolution for the establishment of Crown-owned corporations by ministers. 
However, the Bill will severely limit the length of debate permitted. Further, the 
Bill, as currently drafted, will continue to allow parent Crown corporations and 
subsidiaries to be created by legal "persons", for example, other Crown-owned 
corporations, without parliamentary scrutiny. 


2.68 We are concerned that Parliament may not have the appropriate 
opportunity and adequate information to review and approve the creation of, or 
participation in, the corporate form to meet public policy objectives. 


Financing 


2.69 Framework. Financing should ensure that each Crown-owned corpora- 
tion has the financial resources necessary to fulfil its mandate, subject, of course, 
to the capacity of the Consolidated Revenue Fund and the priorities of the 
Government. 


2.70 Financing can significantly affect the performance of Crown-owned 
corporations. The Government should assess the financial needs and formulate 
recommendations to Parliament on the form of financing (equity, loans, appro- 
priations, etc.), timing and powers, designation as agent of Her Majesty, and 
related roles and responsibilities. Where the need for additional financing from 
the public purse can be clearly demonstrated, the Government should recommend 
to Parliament the form, amount and timing of such financing. 
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yer ik Parliament, before voting on these financing proposals, should be 
informed in a clear manner as to how the proposed financing is going to affect the 
public purse, directly or indirectly. Ongoing control by the Government over 
commitments, borrowing and spending should be achieved through review and 
approval of operating and capital budgets, and complete and timely information 
on the corporation's financial results. The corporation has a prime responsibility 
to ensure that financial resources are well managed and that dividends are 
declared when appropriate. Reporting to Parliament on the use of funds provided 
should also be a prime responsibility of the corporation. 


242 Questions. Our review of the existing accountability framework has 
led us to raise several questions: 


- Does Parliament receive adequate information on the rationale 
for the recommended form of financing and the effect of that 
choice on the measurement of corporate performance? 


- Does Parliament receive adequate information to determine the 
effects on the public purse of the costs of achieving public policy 
objectives? 


& Is legislation that allows Crown-owned corporations to borrow 
from external sources without further parliamentary approval 
appropriate? 


- Are the cash balances and cash flows of Crown-owned corpora- 
tions adequately monitored and managed? 


- Does Parliament receive adequate information on the financial 
impact on Crown-owned corporations of changes in the wording 
of Appropriations? 


- Do the Government and Parliament receive adequate and timely 
information pertaining to the guarantees, Letters of Comfort, 
contingent liabilities and other commitments of Crown-owned 
corporations? 


- Are the borrowings of statutory agents and non-agent Crown 
corporations clearly reported to Parliament and managed as part 
of Canada's total debt? 


ZS Examples. Parliamentary approval of appropriations. Parliament may 


grant authority to Crown-owned corporations to draw on the Consolidated 
Revenue Fund for a number of purposes: 


- annual appropriations to cover operating and capital expendi- 
tures not met out of revenues; 


- annual appropriations for specific programs or purposes; and 
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~ non-lapsing appropriation authority, often contained in enabling 
legislation, giving the corporation the right, subject to a ceiling, 
to draw on the CRF. 


In the 1981-82 fiscal year, financial assistance provided under budgetary appro- 
priations to Crown-owned corporations amounted to $6.5 billion, or about 9 per 
cent of total budgetary expenditures. Our review revealed a number of inconsis- 
tencies and anomalies both in disclosure and in the use of parliamentary 
appropriations. 


2.74 Use of funds. An example of uncertainties surrounding parliamentary 
appropriations relates to appropriations to the National Capital Commission in 
1980 and 1981. In 1981, the Commission received an amount of $35.9 million 
(1980 - $31.6 million) under the authority of Vote 45 in respect of net operating 
expenditures. As disclosed in our 1981 Report, $2.9 million (1980 - $2.6 million) 
of this amount had not been expended by the Commission at 31 March 1981 and, in 
our opinion, should have been shown in the financial statements as a current lia- 
bility at that date and returned to the CRF rather than being retained by the 
Commission. 


25 During the year ended 31 March 1982, the Commission used the unex- 
pended balance of the 1980-81 appropriation of $2.9 million (1980 - $2.6 million) 
to repay loans from Canada. In our opinion, this amount should have been used 
either for operating expenditures, as authorized by Parliament, or returned to the 
CRF as a repayment of lapsed funds. In essence, the effect of using funds appro- 
priated for operating expenditures to repay loans results in a supplementary 
appropriation without the authority of Parliament. 


2.16 - In our audit report to the Minister of Public Works, our opinion on the 
financial statements of the Commission for the year ended 31 March 1982 was 
qualified, as required by the Financial Administration Act. 


pi [i Changes in appropriation vote wording. The vote wording has substan- 


tial implications on whether unspent funds lapse at the end of the year and are to 
be returned to Parliament. For the years ended 31 March 1981 and 1980, for 
example, the Office qualified its opinion on the financial statements of the 
National Capital Commission because the Commission had not returned unspent 
appropriations as required by the Appropriations Act and the Financial Adminis- 
tration Act. Any uncertainty with respect to lapsed funds which should be 
returned was alleviated in the 1981-82 appropriation by the insertion of the words 
"Dbayment to" in the appropriation vote. This allows for the funds to be considered 
a contribution and thus retained by the entity. The purpose of the vote remained 
the same -- to supplement annual operating expenses. Minor alterations of vote 
wordings should not change the substance of the appropriation or diminish the 
need for Parliament to have the means to ensure that funds are spent for the 
purposes authorized. In these circumstances, parliamentary control is weakened 
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because annual appropriations could be used for purposes other than those 
authorized by Parliament. 


2.78 Cash management. The Cape Breton Development Corporation 
(Deveo) is a Crown corporation funded by appropriations for coal mining losses, 
industrial development costs and capital expenditures. It reports to Parliament 
through the Minister for Regional Economic Expansion (OREE). In 1981-82, total 
funding by Canada to Devco was $133 million ($108 million in 1980-81). For 
Devco's coal division capital expenditures, Canada appropriated, and DREE paid, 
$60.4 million in 1980-81 and a further $98.5 million in 1981-82. The Corporation, 
however, recorded capital expenditures of only $29.5 and $72 million respectively 
in those years. As a result, for the two years, Devco received $158.9 million and 
spent $101.5 million on capital expenditures, a net overpayment by Canada of $57 
million. 


2.79 Commitments and Letters of Comfort. A commitment that could lead 
to a capital acquisition relates to CN Marine Inc., which entered into a lease 
agreement to charter a vessel that will cost the company a minimum of $878,000 
a year plus escalation for inflation. If the company cancels the lease, it must pur- 
chase the charter vessel at the greater of net book value or its fair market value. 
The agreement could result in the Government funding the acquisition of a large 
capital asset by a Crown-owned corporation without prior scrutiny of the trans- 
action by Parliament. 


2.80 Letters of Comfort are documents used by departments and agencies 
to expedite loans by financial institutions to Crown-owned corporations before 
formal guarantee by Her Majesty. The letters are authorized by Order in Council 
and signed by a minister. Subsequently, they expire when Her Majesty's guarantee 
is granted or when the loan is repaid. In practice, they amount to guarantees 
issued without parliamentary approval. The use of Letters of Comfort effectively 
forces Parliament to approve all de facto loan guarantees by Canada. As of 
31 March 1982, the majority of federal Letters of Comfort have been replaced by 
formal loan guarantees. Letters of Comfort amounting to $185 million are still 
outstanding. 


2.81 Agent _of Her Majesty status. The majority of Crown-owned—cor- 


porations are legally constituted as agents of Her Majesty in right of Canada, 
either by virtue of the special or enabling act of incorporation, like Petro-Canada, 
or by virtue of an Order in Council under the Government Companies Operation 
Act; for example, Canada Development Corporation Limited. Courts may also 
hold that non-agent Crown-owned corporations are agents by virtue of the fact 
that their activities are conducted on behalf of the Government, ostensibly with 
the Government's authority. Similarly, the status of corporations incorporated or 
acquired by agent Crown-owned corporations may be unciear. 
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2.82 Agent status for Crown-owned corporations occupies a twilight area of 
Canadian jurisprudence. It is clear that agent status establishes an agent- 
principal relationship between the Crown-owned corporation and the Crown. 
What this means, however, is uncertain. There is general agreement on the 
following implications: 


~ Section 45 of the FAA declares that "money borrowed and 
interest thereon" by, or on behalf of, Her Majesty is a charge on 
and payable out of the Consolidated Revenue Fund. The 
prospectus statements of many agent Crown corporations include 
some reference to this clause. The use of agent status for debt 
financing results in isolating Crown-owned corporations from the 
discipline of the markets that applies to private sector corpora- 
tions. 


- Agent Crown corporations may be immune from the application 
of the Combines Investigation Act. Section 16 of the Interpreta- 
tion Act declares that no federal statute is binding on Her 
Majesty or affects Her Majesty's rights or prerogatives unless 
the statute expressly declares that it binds Her Majesty. Several 
federal statutes, including the Combines Investigation Act, do 
not make that express declaration, and there is nothing in the 
statutes to imply that they bind the Crown. Their immunity was 
upheld recently in several court cases. 


2.83 In its Fifteenth Report to the House of Commons, the Public Accounts 
Committee emphasized: 


...In the strongest possible terms, its concern that the corporate form 
of organization, as now used in Crown corporations, makes it possible 
for government activities involving the spending of substantial 
amounts of public funds to be carried out without adequate account- 
ability to Parliament and Government. 


2.84 Conclusions. In view of the uncertainty that exists surrounding the 
agent of Her Majesty status, the full range of implications of agent status should 
be studied and defined in any Crown corporation legislation. Closer monitoring of 
all funds provided by Canada to Crown-owned corporations should be considered. 
Also, because of the inconsistencies in wording and disclosure of appropriations, 
the level of corporate liabilities and the expressed concern of the Public Accounts 
Committee, we conclude that improved financial management and control over 
Crown-owned corporations is required. This need is accentuated by the potential 
effect that financial activities of Crown-owned corporations can have, on the 
total liabilities of the Government of Canada. Serious consideration should be 
given to including the borrowings of agent and non-agent Crown-owned corpora- 
tions in the Government of Canada Statement of Assets and Liabilities. 
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Directing 


2.85 Framework. Directing should involve communicating Government 
priorities and translating the purposes and powers authorized for each Crown- 
owned corporation into operational goals and measurable performance targets. 


2.86 When establishing a new parent Crown corporation, the Government 
should define and communicate the specific responsibilities of the corporation and 
ensure that the roles and responsibilities of directors and officers are clear. The 
responsibilities assigned to new wholly-owned subsidiaries and controlled corpora- 
tions should receive government review. Policy direction should be given to the 
corporation, performance targets set, and a communication framework esta- 
blished. Parliament should be aware of, and should approve, the authority that 
central and regulatory agencies have regarding Crown-owned corporations. Where 
appropriate, the corporations should make recommendations to the Government 
for changes to legislated mandate and operational goals. Such changes, when 
approved by Parliament, should provide the legislative basis for the entity's future 
activities. 


2.87 Questions. Our review of the existing accountability framework raises 
the following questions: 


- Are the respective roles and responsibilities clearly enunciated 
and understood, on the one hand, among the _ responsible 
ministers, central agencies, and departments and, on the other 
hand, among boards of directors and officers of the corpora- 
tions? 


~ How regularly does the Government translate broad mandates 
and objectives into more specific objectives and priorities for 
guiding and directing Crown-owned corporations, their boards of 
directors and management? 


~ Are the directives communicated to Crown-owned corporations 
sufficient to ensure that corporate activities are directed to 
achieving all relevant public policy objectives? 


- Does Parliament receive adequate information on the public 
policy objectives assigned to Crown-owned corporations and the 
general direction given by Government over their implementa- 
tion? 


- Is the information received by the Government adequate to 
provide assurance that the strategies and activities of Crown- 
owned corporations are in accordance with Government 
priorities? 
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2.88 Examples. Government directives. As required for all Crown-owned 
corporations, Air Canada submitted its 1981 annual capital budget to the Treasury 
Board for review. This budget was recommended to the Governor in Council for 
approval on 22 January 1981 on the condition that "Air Canada not commit any of 
its contingency funds on major new initiatives without prior Treasury Board 
approval..." On 3 September 1981, the Treasury Board Secretariat was alerted by 
the Department of Transport to a pending announcement by Air Canada of the 
acquisition of an interest in a company called Innotech Aviation Limited. On 
4 September 1981, a senior official of the Secretariat responded that notice of 
one day prior to the proposed purchase was contrary to the spirit of the Treasury 
Board decision that stipulated prior approval. As disclosed in Air Canada's 
financial statements, the 30 per cent purchase of Innotech Aviation Limited 
amounted to some $4.5 million and was effective 1 July 1981, without the prior 
knowledge and approval of Treasury Board. 


2.89 An example of unclear roles and responsibilities relates to the 
Canadian Ownership Account. The 1980 Government statement on the National 
Energy Program indicated that the Government intended to acquire several large 
oil and gas firms. The acquisitions were to be achieved through the establishment 
of a self-financing program called the Canadian Ownership Account (COA). The 
Petroleum Administration Act was amended on 23 April 1981 to impose the 
necessary charges and taxes to fund the Account. We audited transactions in 
COA in the period 1 July 1981 to 31 March 1982 and our conclusions are described 
more fully in Chapter 15. 


2.90 As of 31 March 1982, Petro-Canada's acquisition of Petrofina for $1.7 
billion was funded from the Account with $711 million. We expected that the 
parties authorizing the acquisition would have evaluative information on Petro- 
fina; for example, the value of Petrofina in relation to price, alternative 
acquisition strategies, and a post evaluation of Petrofina assets to assess the 
extent to which value for money was obtained. We requested such information 
from the Department of Energy, Mines and Resources. The Department indicated 
that it was the responsibility of Petro-Canada to conduct such analyses and that it 
would be inappropriate for the Department to second-guess a decision by Petro- 
Canada. In sum, it was the Department's view, as explained in Chapter 15, that 
Petro-Canada, not the Department, was responsible for ensuring that value for 
money was achieved. In our opinion, the commitment of $1.7 billion dollars to 
Petro-Canada by the Department without commensurate responsibility raises 
serious concerns. 


2.91 Conclusions. Bill C-123 seeks to address the issues of directing and 
respective responsibilities by providing for the Governor in Council to issue 
directives to Crown-owned corporations as "sole shareholder". However, no provi- 
sion is made for tabling such directives in Parliament. The Bill allows for 
corporate plans to be used as the vehicle through which Government objectives 
and priorities and the responsibilities of wholly-owned Crown corporations can be 
reconciled. The extent to which Bill C-123 will clarify the question of responsi- 
bilities must await the test of time. 
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Controlling 


ZZ Framework. Controlling by the Government and Parliament means 
ensuring that activities are in compliance with prescribed legislation, policies and 
directives. It requires that sufficient attention be given to appointments and 
dismissals of directors, chairmen and presidents to ensure that the Government's 
and the corporation's interests are addressed. 


2.93 Crown-owned corporations should clearly understand and comply both 
with the powers given to them and with government directives. Classification of 
Crown-owned corporations under the FAA for control purposes should be con- 
sistent and made according to clear criteria. The activities and performance of 
these corporations should be monitored by the Government to ensure that its 
directives are complied with and established objectives are achieved. Parliament, 
too, should have the opportunity to assess compliance with legislative authorities, 
achievement of stated and approved objectives, and the appropriateness of allo- 
cated roles and responsibilities. 


2.94 Questions. Our review of the existing accountability framework has 
led us to raise such questions as: 


~ Does the Government systematically review the activities of 
Crown-owned corporations to determine that they are within 
their statutory powers? 


~ Does the Government ensure that its priorities and directives are 
being followed by Crown-owned corporations? 


- Does the Government periodically evaluate the effectiveness of 
the activities of Crown-owned corporations? 


~ Does the Government develop and apply criteria for determining 
the desired amount of control over each Crown-owned corpora- 
tions? 


- Does Parliament clearly communicate the degree of control it 
wants the Government to exercise over Crown-owned corpora- 
tions? 


- Does Parliament have assurances that the Government is exer- 


cising its responsibilities for controlling Crown-owned corpora- 
tions? 


2.95 Examples. An illustration of where the Government has not regularly 
monitored the activities of Crown-owned corporations to determine that they are 
within their statutory powers is the Canadian Dairy Commission (CDC), which 
collects levies without the authority of the supporting legal mechanism. Levies 
are assessed by CDC to cover the cost of disposing of surplus dairy products. 
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Producers levies for the dairy year ended 31 July 1981 amounted to $134.6 
million, of which $7.7 million was collected directly by the Commission by deduc- 
tion from subsidy payments to producers. Other levies are deducted from 
payments made by processors to producers on delivery of industrial milk and 
remitted to the provincial marketing boards which, in turn, forward them to the 
Commission. 


2.96 Section 12 (f) of the Canadian Dairy Commission Act empowers the 
Governor in Council "to make regulations regulating the marketing of any dairy 
product, including regulations ... 


authorizing the Commission to fix, impose and collect levies or 
charges from persons engaged in the marketing of any dairy product ... 
and to use such levies or charges for the purpose of carrying out its 
functions under this Act; ..." 


Since the creation of the Canadian Dairy Commission in 1967, no regulation con- 
cerning levies has been made pursuant to section 12. The Commission states that 
levies are being imposed and collected by the Canadian Dairy Commission under 
provincial legislation. 


2.97 In the absence of a regulation authorizing the Commission to fix, 
impose and collect levies or charges, the Commission is, in our view, powerless to 
do so. Thus, producer levies, having been instituted without benefit of regulation, 
are, we believe, ultra vires of the Canadian Dairy Commission. As a result, in 
our audit report to the Minister of Agriculture, our opinion on the financial state- 
ments of the Commission for the year ended 31 July 1981 was qualified accord- 


ingly. 


2.98 A further example relates to Loto Canada Inc. During the year ended 
31 March 1981, it financed research on gaming concepts including research and 
development of a sports pool scheme. This financing continued subsequent to the 
year end and, in August 1981, Cabinet decided that this sports pool scheme would 
be operated by a new federal agency. In September 1981, the Corporation 
decided, with the concurrence of the Government, that all payments made on the 
research and development of the sports pool scheme should be fully recovered 
from the Government of Canada. Payments made for this purpose amounting to 
$1.2 million up to 1 June 1982 have been fully recovered from the Government of 
Canada. 


2.99 The corporation takes the position that this financing was a business 
decision within the general powers of the corporation and in support of the inten- 
tion of the federal government. 


2.100 However, in our opinion, payments made for research and development 
of the sports pool scheme, even though recovered by the corporation, were not 
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specifically authorized by the corporation's Articles of Incorporation, which 
restrict the business that the corporation may conduct and manage. Thus, they 
were contrary to the provisions of the Canada Business Corporations Act. Our 
opinion on the financial statements of Loto Canada Inc. for the year ended 
31 March 1981 was qualified in this regard. 


2.101 Classification. The Financial Administration Act uses criteria for 
specifying classification categories that define accountability controls exercised 
by the Government over each category. For example, a corporation included in 
Schedule D of the Act is "ordinarily required to conduct its operations without 
appropriations." 


2.102 This classification criterion does not appear to be applied consistently. 
We note that several Schedule D corporations have performance records.which 
indicate that they have regularly required public funds. They include VIA Rail, 
Canadian Broadcasting Corporation, Cape Breton Development Corporation, and 
the St. Lawrence Seaway Authority. 


2.103 Monitoring. The controlling and monitoring of the operations of 
Crown-owned corporations on behalf of the Government vary significantly among 
government departments. 


2.104 For example, the Department of Regional Economic Expansion dis- 
burses funds to Devco from appropriations voted by Parliament, but does not 
monitor to see how the money is spent. Excess cash payments of $57 million were 
made to Devco from appropriated funds for capital expenditures at the request of 
the corporation, with no matching of payments against demonstrated needs, either 
by the Department or by a central agency. 


2.105 Some Crown-owned corporations are reimbursed, in some cases under 
contract arrangements, for undertaking non-economic activities in the national 
interest under the direction of the Government. In this regard, the Department of 
Transport has entered into contracts with VIA Rail (a schedule D corporation) and 
with CN Marine Inc. a subsidiary of CN, for providing services that are essential 
to the national transportation system and within the Government's jurisdiction. 


2.106 Parliament has authorized appropriations for the Department of 
Transport to make payments to these corporations for providing services. Thus, 
the Department has an obligation to account for its expenditure of funds from the 
Consolidated Revenue Fund to ensure that the affairs of the Government are 
being administered in the best interest of the taxpayer. The independent status 
granted the corporations has hampered the Department's ability to provide such 


an accounting. The following cases illustrate problems with the current relation- 
ships. 


i 


Accountability of Crown-owned Corporations 


2.107 Expenditures by the Department of Transport to VIA for management 
of the company, capital purposes, rail passenger services and other costs incurred 
by the company amounted to $451 and $540 millions in 1980-81 and 1981-82, 
respectively. In 1981, 70 cents out of every dollar of VIA's operating costs were 
reimbursed by the departmental program. VIA has a monopoly in the passenger 
rail business, but faces competition from other transportation modes. The 
program has not successfully met its target of reducing subsidies which now more 
than double the $240 million ceiling imposed by Parliament when the corporation 
was established in 1977. Furthermore, almost every forecast of expenditure made 
to Parliament and Cabinet has been underestimated and, as a result, the program 
has required substantial supplementary funding. 


2.108 The Department has been unable to obtain or develop reliable financial 
or operating data on VIA's operations. 


2.109 Also, expenditures by the Department to CN Marine Inc. for the 
operation of ferry and related services amounted to $143 million in 1981-82, 
which exceeds 80 cents out of each dollar of CN Marine's operating expenditures. 
The Government has a constitutional obligation to subsidize the majority of the 
services funded from the program. 


2.110 A number of problems exist in the relationship between the Depart- 
ment and CN Marine, including the following: 


- The corporation received advance payments of $25 million for 
capital purposes. Instead of paying the money to the contractor 
as the Department assumed, the funds were placed in a special 
bank account. Interest of $4.8 million was used to offset capital 
costs. As a result, the annual report and capital budget of the 
corporation understated the cost of assets by $4.8 million. 


~ The corporation has successfully resisted the Department's efforts 
to have an independent audit carried out on the economy and 
efficiency of the ferry operations. 


Zolli The accountability of program managers is also diffused. Although 
they contract for services with the Crown-owned corporations, they believe that 
they do not have the leverage to enforce the contact terms that one normally 
associates with a contract relationship. For example, they have difficulty 
withholding payments because the services being purchased are required by 
legislative, regulatory or political commitments. 


7443 AV The difficult relationships have hampered the Department's ability to 
manage the program with due regard to economy and efficiency and, in the cir- 
cumstances, departmental officials do not perceive themselves to be fully 
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accountable for payments from the Consolidated Revenue Fund. In our view, this 
represents a serious weakness in the management of public funds. 


Hae Ma Fo The Government should re-examine relationships among the central 
agencies, departments, and corporations, particularly where non-economic 
services are purchased from a Crown-owned corporation and where the payments 
represent a substantial portion of the expenditures of that corporation. 


2.114 Conclusions. As the comparative analysis of Government initiatives 
indicated, the pending Bill C-123 considerably strengthens the role of ministers in 
controlling the financing and directing of wholly-owned Crown corporations; 
however, it does not address the needs of Parliament. When the Bill is enacted, 
we will review the functioning of the new administrative arrangements and will 
report to Parliament. 


Reporting 


Z2115 Reporting should involve providing information relating to plans, 
resource requirements, achievement of objectives, discharge of responsibilities 
and performance. 


2.116 Crown-owned corporations should report to Government on their plans, 
performance and achievement of goals. Government should set out such reporting 
requirements and ensure that reports are prepared as and when required. Parlia- 
ment should be made aware of the reporting requirements and should have the 
opportunity to evaluate periodically these reports and consider them when con- 
sidering changes in mandate or objectives of the corporation and relevant 
legislative, expenditure and other government proposals. 


Lela) Questions. Our review of the existing accountability framework has 
led us to ask: . 


- Is information received by Parliament regarding Crown-owned 
corporations timely, accurate and complete? 


~ Does Parliament receive adequate information to review and 


question the plans, activities and performance of Crown-owned 
corporations? 


2.118 Examples. Timely information is often not made available. Delays 
reduce the usefulness of information for addressing current issues. Tables 2.1 and 
2.2 indicate that delays do occur. 
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Table 2.1 
Tabling of Annual Reports of Schedule C and D 
Crown Corporations with Parliament (Note) 
Number of months 
after fiscal year end 1982 181 
Number % Number % 
Within four months 15 36 1D 38 
Over four-five months 4 9 4 10 
Over six months 23 22 yar 192 
Totals 42 100 40 100 


Note: Under the FAA, Schedule C and D corporations are required to submit 
their annual reports to the appropriate minister within three months of 
their fiscal year ends for tabling in Parliament within fifteen days of 
receipt. 


ZA Possible explanations for delays in Parliament receiving annual reports 
include: Parliament not sitting; financial statements not finalized on time by the 
corporation; and audit work not completed on time. Whatever the reasons, it is 
clear that, for a majority of cases, Parliament is not receiving timely annual 
reports on Schedule C and D corporations. 


2.120 A further example of information not being made available to Parlia- 
ment on a timely basis relates to capital budgets. The FAA requires that the 
appropriate minister table annually in Parliament Crown corporation capital 
budgets after their approval by the Governor in Council. Treasury Board Circular 
No. 1976-38 on capital budgets for Crown corporations requires capital budgets to 
be sent to Treasury Board not later than three months prior to the commencement 
of each financial year and, in any event, not later than 30 November of the year 
preceding the new financial year. Although the FAA does not indicate specific 
timing for Government approval or tabling in Parliament, it is reasonable to 
expect that capital budgets, like the Estimates, would be submitted and approved 
well ahead of the financial year to which they relate. For the fiscal year ended 
March 1982, only two capital budgets were approved prior to the fiscal year to 
which they applied. Most were approved during the applicable fiscal year. In one 
instance, approval came after the fiscal year end. 
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Table 2.2 
Time of Approval of Capital Budgets of 
Schedule C and D Crown Corporations 
By Governor in Council 
Approval Before/After Fiscal Year Ended Fiscal Year Ended 
fiscal year end March 1982 March 1981 
Number % Number % 
12 months before 2 5 5 14 
7-11 months before 21 54 185) 35 
4-6 months before 3 8 5 1 
1-3 months before Zz 5 4 Vig 
1-3 months after 1 3 3 8 
No capital budgets 
submitted (Note) 10 25 rah m9 


Totals oy 100 oe 100 


Note: The 1982 and 1981 numbers exclude three inactive corporations. 


2.121 The information provided to Parliament in the Estimates varies. 
Departmental (Schedule B) corporations submit detailed Estimates and are 
required to submit multi-year plans for approval by Cabinet. Some other Crown- 
owned corporations, receiving appropriations for annual operating expenditures, 
provided Parliament with no details of their estimated cash requirements, while 
others have provided such detailed information. Standardization in wording and 
better disclosure would improve the information on Crown-owned corporations. 


2.122 The disclosure of the receipt of appropriations in the annual report of 
entities also varies. In some entities, amounts received through appropriations 
are not disclosed. In others, details of the purpose of the Vote, amounts provided, 
as well as amounts lapsed are included. Appropriations, as well as their 
accounting treatment, should be fully disclosed. 


2.1235 In addition, information on how well Crown-owned corporations meet 
their objectives generally is not provided to Parliament. The measurement and 
reporting of program performance is now a responsibility of government depart- 
ments, but not of most Crown-owned corporations. Where responsibility for pro- 
gram delivery is assigned to corporations, the Government normally will not 


receive an evaluation of program performance unless a similar requirement is in 
place. 
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2.124 Further to what we noted in our 1981 Report, we have been unable to 
provide to Parliament, from the information so far available, an opinion on 
whether it is appropriate for CN to claim losses for tax purposes, even though the 
prior years' deficits which gave rise to these losses were fully funded from the 
Department of Transport's budgetary appropriation. It would appear from CN's 
financial statements that, for the years 1978 through 1981, income taxes were 
reduced by some $329 million on the application of such prior years' losses. This 
issue involves substantial double benefits in the form of foregone tax revenue. 
The implications of this extraordinary item were not fully assessed by the 
Department of Transport at the time of CN's recapitalization in 1977. 


Zale Conclusions. We are concerned that, for Crown-owned corporations 
other than departmental corporations, Parliament: 


- is not receiving timely annual reports and capital budgets of 
many Crown-owned corporations; 


- is not receiving adequate information on the plans and resource 
requirements of most Crown-owned corporations; and 


- does not receive adequate and relevant information on the per- 
formance of most Crown-owned corporations, both in relation- 
ship to their public policy objectives and in terms of their impact 
on the public purse. 


A hightened sense of urgency is needed both in meeting established reporting 
deadlines and in improving the type of information being reported. 


Auditing of Crown-owned Corporations 


2.126 The sort of weaknesses in the legislative and administrative frame- 
work identified in earlier sections of this chapter can only be resolved through 
changes in legislation and related administrative support. However, auditing has a 
constructive and key role to play in providing assurances on the accountability of 
Crown-owned corporations to the Government and to Parliament. Indeed, an 
independent audit may be a means whereby the autonomy of Crown-owned cor- 
porations can be maintained and reconciled with accountability to the Govern- 
ment and to Parliament. The assurance to be gained from an independent audit 
depends on the audit mandate and scope. 


2.127 Types of audit. There are three basic types of audit: attest, legis- 
lative and comprehensive: 


~ Attest audits are designed to provide assurances that the finan- 
cial position of the audit entity is fairly presented. 


- Legislative audits are designed to fulfil the aims of attest audits 
and also to provide assurances that legislative authorities have 
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been complied with, that funds have been spent for the purposes 
intended and that any "other matters" are reported. 


Comprehensive audits are designed to achieve the aims of legis- 
lative audits and also to provide assurances that value for money 


has been received for funds spent. 
These types of audit have different applicability in different types of organiza- 
tions. Private sector profit-oriented organizations normally have attest audits. 


Crown-owned corporations and government departments normally have legislative 
and comprehensive audits, respectively. Exhibit 2.5 indicates the different types 


of audit and their applicability. 


Exhibit 2.5 


Types of Audit and Applicability 


Types of Audit 


Comprehensive 


Legislative 


|_assurances that financial statements are fairly presented eee 


\_ attest 4 assurances that legislative authorities have 
been complied with, funds spent for the purposes : 
Corporations 


| intended and "other matters" reported 
Government 
legislative assurances that value-for-money has been Departments 


received for the funds spent 


Crown-owned 
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2.128 Role of the Auditor General. The Office of the Auditor General has a 
dual role, first as auditor of the accounts of Canada, and second as the appointed 
auditor of a number of Crown-owned corporations. The Auditor General's man- 
date, as defined in the Auditor General Act of 1977, provides the legislative basis 
for conducting audits within government departments and agencies. The products 
of such audits are an opinion on the annual financial statements of Canada as con- 
tained in the Public Accounts and the Auditor General's annual Report to the 
House of Commons. 


2.129 Observations as auditor of the accounts of Canada. The Government's 
investment in Crown-owned corporations is significant and, as of 31 March 1982, 
amounted to approximately $25 billion, representing, before allowance for valua- 
tion, about 63 per cent of total financial claims reported as assets in the State- 
ment of Assets and Liabilities in Section 2 of Volume I of the Public Accounts of 
Canada. 


2.130 As indicated in Note 3 to the financial statements of Canada, although 
borrowings by and other liabilities of agent Crown corporations from lenders other 
than the Government are considered a charge on and payable out of the 
Consolidated Revenue Fund, such borrowings are not included in the accounts of 
Canada since they are intended to be, and in practice are, repaid directly by the 
corporations. At 31 March 1982, these borrowings amounted to about $13 billion 
($10 billion in 1981). If included in the accounts of Canada, total liabilities 
reported would be increased by 9.6 per cent, that is from $134.1 billion to $146.9 
billion. It should be noted that the assets of these agent corporations exceed the 
$13 billion of liabilities. 


2.131 Because the assets, liabilities, revenues and expenditures of these 
entities are not included in the financial statements of Canada, we have 
concluded that, for this reason and others, the stated accounting policies do not 
result in an appropriate presentation of the assets and liabilities of the Govern- 
ment of Canada at 31 March 1982 and its revenues and expenditures for the year 
then ended. 


2.132 Observations as auditor of a number of Crown-owned corporations. 
The roles and responsibilities of auditors of Crown corporations, whether this 
Office or private sector auditors, are set out in the FAA and the enabling 
legislation of each Crown corporation. The type of audit generally required for 
those corporations scheduled under the FAA is a legislative audit. 


2.133 The Office audits and reports on the annual financial statements of 8 
departmental Crown corporations listed in Schedule B and 36 (2 as joint auditor) 
of the agency and proprietary Crown corporations listed in Schedules C and D to 
the Financial Administration Act. Audits of agency and proprietary Crown cor- 
porations are reported on in accordance with the provisions of section 77 of the 
FAA. ; 
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2.1354 In previous years, the reservations of opinion have been reported in a 
separate chapter of the annual Report. This year, however, reservations of 
opinion on the financial statements of Crown-owned corporations have been 
reported in this chapter in the following paragraphs: 


- Canadian Dairy Commission (paragraph 2.95) 
- Loto Canada Inc. (paragraph 2.98) 


= National Capital Commission (paragraph 2.74) 


2.135 Reservations of opinion on the Canada Employment and Immigration 
Commission, Canada Pension Plan and Exchange Fund Account are reported in 
Chapter 15 of this Report. 


2.136 In our Reports from 1976 to 1982, there have been a total of 51 
separate observations brought to the attention of Parliament and the Government 
relating to those corporations audited by the Office. These reservations of 
opinions dealt with legislative audit issues such as: 


- limitation of audit scope; 


- deficiencies or inconsistencies in the application of stated 
accounting policies; 


~ major uncertainties which were unresolved at the reporting date; 


- significant transactions that were not within the statutory 
powers of the entity; 


~ transactions that did not comply with Treasury Board guidelines; 


- proper books of accounts not being kept and not agreeing with 
the financial statements presented for audit; and 


- other matters; for example, questionable practices. 


2.137 To our knowledge, for the same time period, no reservations of opinion 
were brought to the attention of Parliament or the Government for those Crown- 
owned corporations not audited by this Office under section 77 of the Financial 
Administration Act. This significant difference may be the result of private 
sector auditors applying an identical audit approach and scope but finding, either 
that no such matters existed or that they were not believed to be significant 
enough to warrant bringing to the attention of Parliament and Government. Also, 
corporate management may have initiated corrective action to preclude the 
necessity of having an audit qualification. Or the difference may be because 
private sector auditors may have applied a narrower audit approach and scope and 
would, therefore, not be in a position to identify matters to be reported. 


80 


Accountability of Crown-owned Corporations 


2.138 The Office is the appointed auditor of some Crown-owned corporations 
and private sector auditors are the appointed auditors of others. Therefore, it is 
essential that there be a clear understanding and consistent application of audit 
roles and responsibilities. With this goal in mind and because of its unique dual 
role and substantial public sector audit experience, the Office has prepared a 
paper setting out the current roles and responsibilities of auditors of Crown- 
owned corporations. Also, a workshop is being planned by the Office to which 
other auditors of Crown-owned corporations will be invited to discuss this 
important topic. Consistency, co-operation and communication among all 
auditors of Crown-owned corporations will provide greater assurances to the 
management of such entities, their boards of directors, Government and Parlia- 
ment. 


Zak dd Selection of auditor. The Financial Administration Act regulates the 
appointment of auditors of Crown-owned corporations. If an auditor is not named 
in the enabling legislation, the appointment is made by the Governor in Council. 
At present, the Auditor General of Canada is the auditor for all Schedule B, all 
Schedule C (one on a joint-audit basis), and about three-quarters of the 
Schedule D corporations. Other Crown-owned corporations are audited by private 
sector auditors. . 


2.140 In June 1979, proposed guidelines to be used in choosing an auditor of a 
Crown-owned corporation were developed by the Office in consultation with the 
Canadian Institute of Chartered Accountants. These proposed guidelines were 
submitted to the Comptroller General for consideration in the drafting of 
Treasury Board Regulations in relationship to section 66(2) of Bill C-27. The 
pending Bill C-123 does not address this issue. 


2.141 Type of audit needed for wholly-owned Crown corporations. At 
present, public funds flowing through government departments and agencies are > 
subject to a broader scope audit than are the public funds and resources of wholly- 
owned Crown corporations. Given the significance of these corporations in ful- 
filling public policy objectives, it is reasonable to conclude that they should be 
subject to the same scope of audit as is provided for government departments and 
_ agencies to provide the Government and Parliament with the same degree of 
‘independent audit assurance. As stated in our 1979 Report: 


Parliament, representing the Canadian taxpayers, has a right and a 
responsibility to ensure that Crown corporations are accountable for 
achieving government policy objectives. Because these objectives can 
seldom be measured on the basis of profitability, an examination of 
financial performance alone is not a sufficient basis for assessing per- 
formance. Comprehensive auditing can ensure an appropriate degree 
of accountability for Crown corporations without jeopardizing their 
independence from Parliament. For corporations owned outright by 
the Government, the comprehensive audit... should be a require- 
ment. 


81 


Accountability of Crown-owned Corporations 


2.142 For several years, the Office has been actively engaged in consulta- 
tions with the Standing Committee on Public Accounts, the President of the 
Treasury Board, the Comptroller General of Canada and several presidents of 
large Crown-owned corporations to discuss the type of audit that is appropriate 
for Crown-owned corporations and the role of this Office in such audits. 


2.143 Although present legislation does not require comprehensive auditing 
for all Crown-owned corporations, it does not prevent them. The appropriate 
minister, the board of directors or management may ask the auditors to conduct 
such a broad-scope audit. 


2.144 Comprehensive audits have been, or are being, conducted in the 
following six Crown-owned corporations. They were part of the "laboratory 
group" established by the Office in 1979 whereby boards of directors and manage- 
ment agreed to have such audits carried out: 


- Atomic Energy of Canada Limited - Research Company; 

- Canada Mortgage and Housing Corporation; 

- Canadian Broadcasting Corporation; 

- Export Development Corporation; 

~ Federal Business Development Bank; and 

~ Teleglobe Canada. 
Two of these corporations are audited by private sector auditors with whom we 
are co-operating on methodology development. The seventh member of the 
original lab group, Eldorado Nuclear Ltd., decided against having a broad-scope 
audit conducted. In its Fifteenth Report, the Public Accounts Committee 


concluded that Eldorado's refusal to involve itself in a comprehensive audit was 
unacceptable and that such an audit would be of benefit to the company. 


2.145 In addition, in the case of the Canadian Dairy Commission, a compre- 
hensive audit was conducted at the request of the responsible Minister. Compre- 
hensive audits have also been conducted in the International Development 
Research Centre and Northern Transportation Company Limited. 


2.146 Bill C-85 includes the term comprehensive audit in the enabling 


legislation of a proposed Crown corporation, Canagrex. Section 29(4), as amended 
in committee, included the provision that: 


The accounts of Canagrex shall be audited annually by the Auditor 
General of Canada and the Auditor General may, where he deems it 
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necessary, conduct a comprehensive audit of the affairs of the cor- 
poration. 


2.147 Finally, it should be noted that New Zealand, Australia and other 
countries have empowered their Auditors General to conduct broad-scope audits 
of Crown-owned corporations. For the United Kingdom, similar responsibilities 
have been given to an independent commission. 


2.148 With the substantial experience, body of skilled people, methodology 
and developing standards, the needed missing ingredient is legislation to ensure 
that the corporate form, as well as the departmental form, is subject to the same 
type of independent review. Because public funding is involved, there is a need 
for broad-scope independent reviews, regardless of the chosen form of organiza- 
tion. 


2.149 As with the application of comprehensive auditing in government 
departments, the scope, timing and frequency of review would be influenced by 
the nature of the activities, extent of information being reported, the quality of 
the internal audit function, and so on. However, although the audit mandate and 
scope should be the same for government departments and for wholly-owned 
Crown corporations, the reporting of audit results should recognize the different 
structure and the responsibility of boards of directors. Accordingly, the results of 
comprehensive audits should be communicated by the auditor to the board of 
directors through its audit committee. Only in cases where the board does not 
deal satisfactorily with matters raised in such reports, or where there are matters 
of such significance that, in the auditor's judgement, need to be brought to the 
attention of Parliament, should such matters be reported by the auditor to the 
minister and, through the minister, to Parliament. 


2.150 Conclusions. Bill C-123 advances no provisions dealing with the audit 
of Crown-owned corporations. Although some corporations have had compre- 
hensive audits conducted, others have chosen not to. Thus, we are concerned that 
Parliament and the Government are not receiving adequate assurances that the 
overall accountability framework for Crown-owned corporations is functioning. 
We conclude that legislation is necessary to require comprehensive auditing for all 
wholly-owned Crown corporations to ensure a consistent form of independent 
review for this important and growing part of the public purse. 
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GOVERNMENT CONTRACTING PRACTICES 


SYNOPSIS 


3.1 In our audit of contracting procedures for compliance with regulations, 
we paid particular attention to the use of exceptions under Section 8 of the 
Government Contracts Regulations. Section 8 allows for contracting without 
tender, or sole source contracting, under certain circumstances. We conducted 
our examination in five line departments, as well as in Treasury Board and the 
Department of Supply and Services-Supply Administration (DSS-Supply). 


3.2 Our audit sample of 324 contracts revealed that contracting without 
tender is a general practice. In our sample, 254 or 78 per cent of the contracts 
were let under Section 8. On a government-wide basis, our figure compares to 
statistics provided by DSS-Supply which show that up to 70 percent of the 
number of contracts processed by them could be defined as sole source. 


5D When we analysed Section 8 contracts, we found a _ significant 
difference in the quality of documentation used to support the definition of 
requirements and the selection of suppliers. When departments have to go to a 
central agency for contract approval -- either to Treasury Board or DSS-Supply -- 
the documented substantiation for a sole source contract is better than when 
departments have authority to proceed on their own. Treasury Board and DSS- 
Supply provide an effective control over departmental use of Section8 by 
challenging these contracts until they conclude that they are in the public interest 
and satisfy the intent of legislative and regulatory requirements. This challenge 
applied to approximately $3.4 billion worth of Section 8 contracting during 
1981-82. 


3.4 Documented challenge and substantiation are much less rigorous when 
departments have the delegated authority to approve Section 8 contracts. As a 
result, contracts are difficult to monitor for payment purposes and to evaluate for 
contractor performance. 


5.5 This is significant because, first, there is a high volume of sole source 
contracting within departments! delegated authority (123 of the 254 sole source 
contracts in our sample, or 48 per cent) and, second, it constitutes a high dollar 
value ($2.9 million in our sample). Although this is a small percentage of the total 
dollar value of sole source contracts in our sample (7.1 per cent), it is material on 
a government-wide basis -- possibly as high as $300 million. 


3.6 Whether a contract is tendered or not tendered, we found that there is 
usually some lack of compliance with government contracting policies and 
guidelines. For example, this chapter discusses the following compliance issues: 
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- In 19 per cent of the cases audited, contracts were "approved" by 
people who did not have authority, or departmental approval 
procedures were not followed. 


- In 22 per cent of the cases audited, goods were received or 
services rendered before a contract was awarded. 


~ In 23 per cent of the cases audited, there was insufficient 
evidence that pre-audit steps had been taken to ensure proper 
approval and payment under Sections 26 and 27 of the Financial 
Administration Act. 


- In 62 per cent of the cases audited, no post-contract evaluation 
had been done to feed back into the contracting process. 


3.7 The information obtained during our audit indicates that deficiencies 
in the contracting process are symptoms of deeper problems in government 
contracting. We concluded that the following three causes of contracting 
deficiencies must be treated before fundamental improvements can take place: 


- Although Treasury Board guidance on contracting is appropriate 
for goods and high dollar value service contracting, for service 
contracts within a department's delegated authority, this frame- 
work is open to wide variations in interpretation. 


- The monitoring of departments! contracting activities could be 
more effective. Although Treasury Board does monitor depart- 
ments through the contract submission proposal process, reports 
and regular evaluations, it does not generally carry out on-site 
audits. To do so would require a large increase in central agency 
resources. In our opinion, it would be more appropriate to have 
this function performed by internal audit within departments. 
However, our audit reveals that this is not always done. 


- We observed that the efforts of contracting staff in departments 
to ensure that contracting policies and regulations are followed 
are not adequately supported by senior management. For 
example, they are often asked to "bend the rules" to meet an 
operational requirement. 
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Audit Scope 


3.8 In January 1981, the Public Accounts Committee asked the Auditor 
General "to proceed with an evaluation of the use of exceptions under Section 8 of 
the Government Contracts Regulations." Section 8 of the Government Contracts 
Regulations states that tenders are required, except where: 


- the estimated expenditure does not exceed $30,000; 
- there is a pressing emergency; 


- the nature of the work is such that it would not be in the public 
interest to invite tenders; or 


~ only one person is capable of performing the contract. 


3.9 To conduct the evaluation, we developed an audit program which we 
implemented in five line departments (Energy, Mines and Resources; National 
Health and Welfare; Communications; Industry, Trade and Commerce; and 
Environment) as well as in Treasury Board and DSS-Supply, where appropriate. 


3.10 The audit was based on an examination of files. Interviews were used 
for corroborative purposes only. The size of the audit sample and the number and 
value of Section 8 contracts included in it are shown below: 


Audit Sample 


Contracts Value 
Total sample 324 $ 63,360,000 
Section 8 254 $ 40,450,000 
Section 8 as a percentage of total 78% 64% 


Each contract in the sample was audited against the following phases of the 
contracting process: 


- requirements definition; 

~ supplier selection; 

- contract approval and award; 
- contract administration; and 


- contract evaluation. 
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BPE Audit criteria were established for each phase based on Treasury 
Board regulations and quidelines and on DSS-Supply requirements for contracting. 


Observations 


Quality of Contracting 


BYI4 Our sample of 254 contracts let under Section 8 fell into two groups: 
those that required Treasury Board or DSS-Supply approval, and those that could 
be handled within the departments' delegated authority. The number, dollar value 
and percentage of the sample in each of these groups is shown below. 


Section 8 Audit Sample 


Approved by Approved by 
Description TB/DSS-Supply Departments 
@ number of sample contracts Lot 123 
® value of sample contracts $93 7451762000 $ 2,872,000 
e percent of Section 8 value 92.9% 7.1% 
Belo When we analysed the results of our examination of the contracts in 


these two groups, we found that the documentation supporting the requirements 
definition and supplier selection phases of the contracting process usually met 
audit criteria if the contract had been approved by Treasury Board or DSS-Supply. 
This was not the case for sole source contracts let within a department's 
delegated authority, as shown below. 


Deficiencies in Sole Source Contracts 


Requirements Definition/Supplier Selection 


Approved by Approved by 
TB/DSS-Supply Departments 
Deficiency No. % No. % 
@ Inadequate Definition of Requirement 12 9% 46 37% 
e@ Inadequate Justification of Supplier she, 13% 55 45% 
3.14 We recognize that the requirement for a sole source contract cannot 


always be precisely defined and that final selection of a qualified supplier may be 
based on personal compatibility where technical or professional qualifications are 
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equivalent. In fact, the rationale behind Section 8 is to allow program managers 
some flexibility within the contracting process. However, when it is difficult to 
define the requirement, we would expect to find a better justification of the sole 
source selection than a tick (¥) in an "urgency" box on a purchase order or no 
documented justification at all, which was often the case when departments 
approved contracts within their delegated authority. 


3215 We carried out further analysis on the available data in the two groups 
to determine whether significant inadequacies in the requirements definition or 
supplier selection have an impact on the adequacy of the contract itself. We 
found that when Treasury Board or DSS-Supply approved a contract there was 
reasonable certainty that a proper rate was being charged and that contract terms 
were adequate to monitor contract progress and to hold a supplier accountable. 
As shown below, this was not the case when a contract was approved within a 
department's delegated authority. 


Deficiencies in Section 8 Contracts 


Fees/Contract Terms 


Approved by Approved by 
TB/DSS Supply Departments 
Deficiency No. % No. % 
e@ Inadequate Fee Challenge 6 5% 22 18% 
@ Inadequate Contract Terms | 6 5% 40 33% 
3.16 Based on the above analysis, we observed that the controls in the 


government contracting process work well up to the contract award phase when 
sole source contract approvals rest with Treasury Board or DSS-Supply. This 
applies to the majority of sole source contract dollars. Although there are some 
problems, they appear to be exceptions and do not form a pattern. 


3.17 On the other hand, we observed that requirements definition and 
supplier selection of Section 8 contracts within authority delegated to depart- 
ments are not well controlled. Although this is a small percentage of the total 
sole source contract dollars (7.1 per cent in our sample), the absolute dollar values 
are material ($2.9 million in the sample and possibly as much as $300 million 
government-wide). 


3.18 Some examples of deficiencies in sole source contracts let by depart- 
ments within their delegated authority are described below to show that inade- 
quate challenge at the requirements definition and supplier selection phases often 
results in questionable prices being charged. It also results in the absence of 
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milestones and specified outputs against which progress can be monitored and 
payments can be made. 


- A $26,000 contract was let "to develop and document pro- 
cedures." There was no project plan, no milestones and no 
phased outputs. Two more contracts were let and two amend- 
ments were required to extend this project, for a final total of 
$113,000. The contract extensions were justified on the grounds 
that "the initial estimate was optimistic in that the complexity 
of the procedures to be developed was underestimated." Not only 
was the initial "requirement" underestimated by $87,000, but a 
situation was established whereby the department was locked in 
because of the special knowledge developed by the contractor, 
who increased his per diem rate by 40 per cent (from $215 to 
$300) over the term of this 18-month project. 


- There was no justification for a sole source supplier to conduct a 
"special project" for $49,000. There were no specific terms of 
reference for the contract, and provision was made for payments 
in advance as requested by the supplier. When the funds were 
spent, the department had to enter into a second contract for 
$9,800 to get the outputs not specified in the first contract, such 
as presentations by the supplier, documentation collected during 
the study, and an index and bibliography of reference material. 
Had these outputs been defined at the outset, either the scope of 
the first contract would have had to be reduced to keep the 
contract within the department's delegated limit of $50,000, or 
the contract would have had to go to Treasury Board or DSS- 
Supply for challenge and approval. 


- A four-month sole source contract was awarded for $25,000. 
Tenders were not sought because of the "urgency" of the 
requirement, which was "to give advice and assistance". The 
contract did not specify milestones or outputs. To meet the 
"urgent" requirement, five contract amendments were let for 
"reasons of additional research" which extended the contract 
over a full year and brought the fees to a total of $47,500. 


~ A 15-month contract was let for $24,975 to provide administra- 
tive assistance. After 10 months the contract limits had been 
reached. In some of the months, the supplier billed for 30 or 31 
days even though most months have only 20 to 22 regular 
working days. There were no provisions in the contract to 
control the number of working days per month. A new contract 
and amendments brought this contract requirement up to 22 
months and $43,000. No further overtime was recorded -- the 
per diem rate had been increased by 20 per cent. 
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Contract Splitting 


a1 Because there is less scrutiny of sole source contracts within a 
department's delegated authority, departments may find it convenient to 
"arrange" contracts to fit within their authority. The general limits within which 
departments have authority are shown below. Since DSS-Supply is involved in the 
procurement of virtually all goods, these limits apply primarily to services and 
those few items for which a delegated authority has been given by the Minister of 
Supply and Services. 


Departmental Delegated Authorities 


Goods Services 
Non-Consulting Consulting 
Competitive $ 100,000 $ 100,000 $ 50,000 
Non-Competitive 40,000 50,000 25, 000 
3.20 Usually these limits can be doubled by amendment. That is, a $50,000 


non-competitive, non-consulting contract can be amended for a further $50,000 
and a consulting contract for $25,000 on a non-competitive basis. Therefore, if a 
department wants to bypass the central agency control process, it can split 
consulting contracts at the $25,000 level or define them as non-consulting. The 
difference between "consulting" and "non-consulting" is not clear, as the following 
definitions from the Government Contracts Regulations illustrate: 


- consulting services means the provision of advice by a person 
who is qualified to provide that advice; 


- a non-consulting service contract means an agreement for the 
provision of services other than consulting services .... 


3.21 We analysed our sample of departmental sole source contracts and 
found evidence to show that departments sometimes split their requirements. 
This indicates that there is an inadequate challenge in departments to ensure that 
the intent of the Government Contracts Regulations is being met and that 
contracts above the dollar limits are exposed to outside review. Some examples 
of contract splitting follow: 


~ A consulting contract for $16,500 was amended to a total of 
$21,300. A second contract was then proposed for $57,000, for 
the same job. It was subsequently reduced to $50,000 and 
defined as "non-consulting". This kept it within departmental 
delegated authority. The two sole source contracts amounted to 
$71,300, which is well above the department's limit for single 
contracts. 
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- Two sole source contracts split the fees for one job. To clarify 
billing arrangements, the supplier wrote to the department: "In 
dividing the fees to conform to the limits of your contracts, ... 
we started the work ... (priced at $24,300) after having given you 
an estimate of $38,000 to complete the study. Your instructions 
were to advise you when we had spent $24,300, at which time a 
second contract was to be issued to cover the remainder." 


- A contract for $50,000 was sent to DSS, which refused to process 
it. The departmental project manager then wrote to the 
contracting staff: "As you know, DSS is returning the original 
requisition .... Would you please arrange for a departmental 
contract ...."" A series of contracts and amendments was let. 
One contract was for $24,999. The total value to the contractor 
was $47,000. 


- To keep costs within departmental limits, two non-competitive 
contracts, totalling $43,100, were issued to a supplier. The 
requirement was for a display. One contract, for $22,200, 
provided for refurbishing and repairing the display; the next 
contract, for $20,900, allowed for putting it up and taking it 
down. 


3.22 Our observations on the quality of contracting lead us to conclude that 
the departmental challenge process is not adequate to ensure the proper balance 
between the need for a reasonable amount of flexibility and the need for adequate 
control. 


bpd /b) First, the departmental challenge process does not prevent contract 
splitting; therefore, it does not ensure that all Section 8 contracts above a 
department's delegated authority are exposed to central agency review. Second, 
it does not provide sufficient assurance that a reasonable requirement has been 
identified, that a qualified supplier has been selected at a fair price, and that 
contract planning has ensured the adequacy of contract terms for monitoring 
contract performance and holding the supplier accountable. 


Other Compliance Issues 


B24 Whether contracts are tendered or not tendered and whether they are 
approved by Treasury Board, DSS-Supply or departments, we observed various 


inadequacies in the award and approval, administration and evaluation phases of 
the contracting process. For example: 


- A consulting contract, including $33,600 worth of professional 


fees, was let by a department to "review information systems". 
To keep such a contract within a department's delegated 
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authority, the Government Contracts Regulations requires that 
three competitive proposals be considered. In this case, only two 
competitive proposals were received, and there was insufficient 
documented evidence to show that appropriate criteria were set, 
both in the Invitation for Proposals and in the evaluation of the 
proposals. The contract did not result in the achievement of 
milestones and production of outputs as presented in the work 
statement. The contract had to be amended and extended before 
it could be completed to the department's satisfaction. In 
addition, the pre-audit function was inadequate: one invoice was 
paid although it indicated that work was performed before the 
contract was approved, and payments in the amount of $3,300 
were made in excess of the authorized professional fees provided 
for in the contract. Furthermore, there was no documented 
evaluation of the contractor's performance. The department 
entered into a second phase of this contract that brought the 
total value to $73,850. 


Delo Examples like this are symptomatic of inadequate management 
systems and procedures. A summary of our audit findings related to compliance 
deficiencies is given in the table below, followed by examples of lack of 
compliance. 


Summary of Compliance Deficiencies 
(324 sample contracts) 


Per Cent 

Deficiency Number of Total 
e Inadequate pre-contract approval 62 19% 
e Work prior to contract award 71 22% 
e Inadequate authorization de, 23% 
e No contract evaluation 201 62% 

5.26 Contract approval and award. This phase is designed to ensure that 


Contracts are issued in accordance with statutory requirements, regulations, 
policy directives, and internal departmental policies. Requirements for this phase 
are all clearly documented and provide controls to ensure that taxpayers' money is 
being used economically. 


3.27 In 19 per cent of the cases we audited, contracts were entered into 
without the appropriate authority, according to the department's delegated levels 
of approval authority or approval and award procedures. Examples are: 
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In one department, a senior review committee had responsibility 
for reviewing contracts and the authority to approve, amend or 
revoke contract proposals. However, in a sample of 15 con- 
tracts, we observed 11 instances where approvals had been given 
after work had begun or after the contract had been signed, or 
where the contract was improper or contract terms were poor. 


In another department, 11 of 42 contracts audited (26 per cent) 
were not approved properly. For example, the procurement 
chief approved contracts or amendments beyond the $15,000 
limit delegated to that position. 


3.28 We also found that, in 22 per cent of our sample cases, goods were 
received or services were rendered before a contract was awarded. For example: 


In one department, over an 18-month period $74,800, including 
up to $18,700 worth of travel, removal and living expenses, was 
charged by the contractor. The three contracts for the work 
were signed two months after it was completed. 


In another department, we found contracts for goods based on 
the suppliers' invoices -- a formal contract had not been issued 
before the goods were received. 


On 15 June, a supplier's invoice, covering fees and travel 
expenses for a consultant's European trip during the first week of 
June, was sent to a department. Subsequently, a director 
requested a $100,000 contract to begin 29 June and, on 
31 August, DSS-Supply awarded the contract. However, this did 
not allow the department to pay for the travel expenses incurred 
by the contractor in the pre-contract period. A contract 
amendment changed the starting date to 1 June, and in February 
the department paid the travel expenses for 1 June to 7 June. 


Byside) Contract administration. This phase includes following specified pre- 
audit steps to ensure that authorization under section27 of the Financial 
Administration Act gives assurance that goods or services have been received 
according to the contract terms. In 23 per cent of sample cases, there was 
insufficient evidence to show that pre-audit steps had been taken to ensure that 
payment of accounts was authorized and accurate. For example: 


A standing offer was made for EDP supplies in which firm prices 
were quoted. These prices were changed and the changes were 
accepted without a contract amendment. 


In one contract, approval was given in both March and May to 
requisition a $4,000 cheque against the supplier's invoice. The 
result was a duplicate payment which took the department nine 
months to recover. 
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- A $33,400 claim for a progress payment was paid as submitted 
even though it included expenses that were inadequately 
supported by vouchers, inconsistent with the accompanying 
vouchers, or not allowable under the terms of the contract (such 
as entertainment). As well, there was an error in arithmetic. 
The claim had been signed off by a project officer and a 
DSS-Supply procurement officer, and payment was authorized by 
a departmental financial officer. This was the first payment 
claim against a $313,200 contract. 


3.30 Contract performance evaluation. This phase is concerned with 
assessing the contractor's performance. It is an essential feedback to the 
contracting process. Errors in selecting contractors can be reduced with 
comprehensive information on contractor performance. 


Dodd In 62 per cent of contracts we audited, there was no evidence of post- 
contract evaluation as suggested by government contracting guidelines. DSS- 
Supply does evaluations on an adhoc, or exception, basis. Evaluations by 
departments are rare and are usually conducted as a result of a request by DSS- 
Supply or Treasury Board. 


Recommendations 


DeaZ We have concluded that our findings represent symptoms of three 
fundamental deficiencies in the government contracting process. 


3.53 First, departmental contracting activities are governed by a series of 
objectives, guidelines, regulations and circular letters issued and revised con- 
tinually by Treasury Board. Although it is intended that these policies should 
cover the complete range of contract values, they are more appropriate for high 
dollar value contracting. The result is a framework that is not well suited to 
departmental contracting, particularly when specifications are imprecise, as in 
service contracting. 


5.34 For example, the Government Contracts Regulations allow depart- 
ments to enter into untendered contracts for consulting services up to $25,000 and 
non-consulting services up to $50,000 without Treasury Board approval. However, 
the distinction between consulting services and non-consulting services is not 
precise. Consequently, in some cases departments are confused by these 
provisions and in other cases use them to exploit the contracting process by 
defining a contract within their delegated authority to avoid the requirement of 
going to Treasury Board or DSS-Supply. 


3.355 Although Treasury Board encourages post-contract evaluations, it does 
not specify that evaluations must be done. In addition, when a contract is 
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approved by Treasury Board or DSS-Supply, the Treasury Board guidelines are not 
clear on who would be responsible for conducting the evaluation -- the central 
agency or the department where the contract is performed. This ambiguity allows 
contracting authorities to ignore the need for post-contract evaluation by passing 
the responsibility on to the other party. 


D960 Further, Section 8 is susceptible to abuse. For contracts under 
$30,000, there is no requirement to justify the selection of a supplier. On the 
basis of our examination, it appears that departmental contracting authorities 
believe that when a contract is under $30,000 there is no further need to justify 
and document the requirement for the contract or the selection of the supplier. 
This is not the intention of government policy. However, current Treasury Board 
guidance on what constitutes adequate justification for Section 8 contracts is not 
entirely satisfactory. 


3.317 Treasury Board should clarify its contracting policy directives and 
guidelines for contracting by departments and agencies, particularly the use of 
Section 8, to reduce misuse and provide for clear accountability by departmental 
users and contracting authorities. 


3.38 The second basic cause of inconsistent quality of contracting is that 
there is limited auditing of departmental contracting activity. It would be 
unreasonable to recommend that central agencies increase their audit staff to an 
appropriate level to conduct such monitoring activities. The most reasonable 
solution would be for departmental internal audit groups to conduct their own 
reviews of contracting within guidelines issued by the Office of the Comptroller 
General. Of the five departments we audited, one had conducted a contracting 
audit and another audits contracting activities as a part of its on-going audit 
program. 


3.39 Internal audit in each government department and agency should 
develop an audit program for contracting and should put more emphasis on audit 
of the contracting area. 


3.40 The third principal reason for the low standard of contracting by 
departments is that, in most of the departments audited, the contracting staff 
group has little influence over why, how or to whom contracts are let. Fre- 
quently, their advice is ignored and their control function overridden or avoided 
by departmental managers when it is convenient to do so. Consequently, the 
credibility and effectiveness of the contracting staff is being eroded. 


3.41 The role of contracting staff in departments and agencies should be 
strengthened and should receive support from senior management. 
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MANAGEMENT OF OVERTIME 


SYNOPSIS 


4.1 Overtime is rapidly becoming a way of life in government departments 
and agencies, In the fiscal year 1981-82, 33 per cent of federal public servants 
collected a total of $219 million in additional wages as compensation for overtime 
and took time off in lieu of payment estimated as the equivalent of a further $25 
million. During the last 10 years, the ratio of overtime costs to regular salary 
costs has increased from 2.4 per cent to 3.7 per cent. The amounts paid to 
certain occupational groups were considerably higher than average. For example, 
within one occupational group, 92 per cent of employees claimed compensation 
for overtime. During the year, some public servants were paid more in overtime 
compensation than their regular annual salaries, 


4.2 The purpose of our study was to assess the adequacy of existing 
policies, procedures and practices for managing overtime and to determine if 
these demonstrated due regard for economy and efficiency. We examined 
overtime management in seven organizations that account for 70 per cent of the 
overtime expenditures of departments and agencies. 


4.3 Overtime can be the most economical way to meet various shortages 
in the government work force, and its judicious use should not be discouraged. 
When an essential post must be filled because an employee is suddenly taken ill, 
when there is an unexpected temporary increase in workload, or when there are 
brief but recurring peak workloads, overtime work by another employee may be 
the most expedient and economical alternative. Hiring additional full-time or 
even part-time staff may be more expensive because of additional recruiting, 
training, fringe benefits and support costs, 


4.4 Generally, we found that management practices were not adequate to 
ensure due regard to economy and efficiency in the use of overtime. Our study 
revealed that improvements are needed in the areas of planning, management 
controls and information. 


4.5 Although the Treasury Board Secretariat has responsibility for devel- 
oping broad personne! policies, including overtime, the ultimate responsibility for 
ensuring that overtime is well managed rests with the departments. We found 
that there was too little commitment and support for this responsibility in 
departments for it to be effectively carried out and that there was a lack of 
policies and guidelines on how, why and when overtime should be used. 
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4.6 Good management of overtime requires that overtime needs be 
assessed, alternative methods of meeting or eliminating these needs be considered 
and appropriate action plans developed. We found, however, that managers tend 
to use overtime in reaction to circumstances where careful planning might have 
led to a more economical approach. Planning is restricted to the preparation of 
an annual budget for overtime, developed on the basis of historical data without 
either assessing the reasons for overtime or evaluating alternative methods of 
eliminating or coping with it. The limited involvement of operational managers in 
managing overtime results from the lack of effective accountability for overtime 
expenditures, 


4.7 Because levels of service, work standards and other productivity 
measures have often not been established, it is difficult for managers to justify 
and monitor overtime. The necessity or urgency of working overtime is often not 
clear, 


4.8 Few operational managers have defined their own minimum acceptable 
levels of service to assist them in determining whether the use of overtime is 
justified. Some managers consider alternatives to overtime, such as part-time 
help; but few, if any, carry out cost-benefit analysis of overtime compared with 
its alternatives, 


4.9 None of the departments we reviewed had information systems suffi- 
ciently comprehensive, accurate and timely to be useful to managers in planning 
and monitoring overtime. 


4.10 To control overtime costs, departments should give more importance 
and visibility to managing overtime. This would include developing appropriate 
policies to define when overtime should be used and establishing a monitoring and 
review process, 
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Audit Scope and Approach 


4.11 We examined the management of overtime in the following seven 
organizations: 


Agriculture 

The Correctional Service 

Employment and Immigration Commission 
National Defence 

National Revenue - Customs & Excise 
Royal Canadian Mounted Police 
Transport 


4.12 These organizations accounted for $155 million, representing about 70 
per cent of the overtime expenditures in departments and agencies during the 
year 1981-82, as shown in Exhibit 4.1. We did not include the Post Office because 
it became a Crown corporation in mid-year. 


4.13 In carrying out this study, we visited locations across the country for 
each of the organizations. Our audit approach included interviewing managers at 
all levels in operations, administration and personnel and conducting audit tests on 
forms and records substantiating overtime expenditures and information. We 
reviewed the role of the Treasury Board Secretariat through an examination of 
collective agreements, policies and directives that have an effect on management 
of overtime. We also met with managers of other public sector organizations and 
of a number of firms in the private sector. 


Audit Criteria 


4.14 We assessed overtime management functions against the following 
criteria: 


The need for overtime should be projected and plans developed for 
meeting it in the most economical manner. 


- The need for overtime should be well defined and related 
to programs, 


- All reasonable means of meeting or eliminating the need 
for overtime should be assessed. 


The use of overtime should be controlled. 
- Policies and procedures should be in place to ensure 


adequate authorization and reporting and to ensure that 
overtime is not misused. 
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OVERTIME PAYMENTS IN DEPARTMENTS AND AGENCIES 


FOR YEAR ENDED 31 MARCH 1982 


Employment 
and Immigration $14m 


e 
Scope of Study on Manas 


Total: $219 million 
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- Responsibility for monitoring and authorizing overtime 
should be clearly assigned. 


Human resource information systems should be capable of meeting the 
needs of overtime management. 


- Appropriate information on overtime use, cost and justifi- 
cation should be available. 


Observations and Recommendations 


Introduction 


4.15 Overtime represents the hours worked by an employee in excess of 
scheduled or normal hours of work, and hours of work performed on designated 
paid holidays. Public servants are compensated for their overtime work by 
payment or by authorized time off, often at a premium rate such as time and a 
half or double time. 


4.16 During the last 10 years, government overtime expenditures have 
increased both in terms of payments and as a percentage of regular salaries, as 
reflected in Exhibits 4.2 and 4.3. In the past year, these expenditures reached 
$219 million (excluding $126 million from the Post Office) and were over 
3.7 per cent of regular salaries, compared with $69 million and 2.4 per cent in the 
fiscal year ended 31 March 1972. This increase is attributable, in part at least, to 
the fact that operational managers, faced with government limitations on staff 
growth, have reacted by increasing their use of overtime to meet program 
objectives and requirements, 


4.17 As an alternative to cash payment, compensation for overtime worked 
can be taken in time off. Data from the Treasury Board Secretariat system show 
that in 1980-81 there were 2.1 million hours taken as leave in lieu of payments for 
overtime, representing $20 million. ; 


4.18 The amount of overtime worked depends on many factors and varies 
considerably among departments and groups of employees. During 1980-81, 
approximately 33 per cent of public servants received payment for overtime. 
Exhibit 4.4 sets out the percentage of employees receiving payments for overtime 
in each major group during 1980-81 and the average overtime payment for those 
employees claiming overtime. 


4.19 The characteristics of the work being done have a significant effect on 
the need for overtime within each occupational group of any given department. 
First, aspects such as security and urgency, inherent in jobs like those of prison 
guards, crime investigators and search and rescue personnel, will affect the need 
for overtime. Fluctuations in workload can also create a need for overtime; 
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Exhibit 4.2 
9°0- — QVERTIME INCREASE (IN 1982 DOLLARS) 
1972-82 
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AVERAGE INDIVIDUAL OVERTIME PAYMENTS FOR MAJOR OCCUPATIONAL GROUPS 


YEAR ENDED 31 MARCH 1981 e SOURCE: ALOSS 


% of 
Employees 
Claiming 
Overtime 
Occupational * Within Each 
Groups Group Average Overtime Payments per Employee Who Claimed Overtime 
Secretarial and 
Clerical eal 
General Labour and 35% 
Trades 
Program Management 41% 
Firefighters 60% 
Nursing 48% 
Computer c 
Administration Te: 
Heating Power and 5 
Stationary Plant US 
Engineering and 5 
Scientific Support wre 
Ships Officers and 49% 
Crews 
Primary Product 70% 
Inspection 
Radio Operators 82% 
Veterinary Science 62% 
Air Traffic Controllers 76% 
Correctional Officers 92% $3508. 


and Supervisors 


$500 1000 1500 2000 2500 3000 3500 4000 
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seasonal peaks, for example, can be met this way instead of increasing the labour 
force for the full year. The employees themselves are a key factor; the level of 
experience and training needed for a specific task will often determine the 
practicality of hiring additional permanent or temporary staff. The attitude of 
employees toward leave benefits and overtime can also affect the level of 
overtime. Finally, operational modes, such as shiftwork, timing of service and 
indivisibility of the job, will influence the need for overtime. 


4.20 We further recognize that there is overtime worked at all levels in the 
government, especially at the management level, that is not specifically com- 
pensated or even reported, Our study did not cover this unrecorded and voluntary 
overtime, although we acknowledge the benefits it confers on government 
operations. 


4.2] Our examination of the management of overtime in the seven organiz- 
ations covered the following main aspects: planning, operational management, 
management controls and information. We also reviewed the role of the Treasury 
Board Secretariat in managing overtime. Each of these is discussed in the 
sections that follow. 


Planning 


4.22 Determining overtime requirements is the responsibility of depart- 
ments. A budget for overtime is included in the Main Estimates material 
prepared by departments. We observed that, in most cases, resource requirements 
for overtime, as reflected in annual budgets, are developed from historical data 
with an increment for salary increases, Once a department's resources have been 
approved by the Treasury Board Secretariat and Parliament, an allocation of 
overtime resources is made to responsibility centres within the organization, 
based again primarily on what was spent in the previous year. Overtime is one of 
a number of elements included in the line object "Salaries and wages", regular 
salaries representing the major part of it. Generally, as long as the total resource 
allocation for salaries and wages was not exceeded, there was neither the 
incentive nor the requirement for local managers to apply specific overtime 
management techniques. Although this may be a practical approach from a purely 
budgeting point of view, proper management of overtime requires an assessment 
of overtime needs and of the most appropriate method of meeting such needs. 


4.23 Analysis of causes. In general, managers are aware of the causes of 
overtime but, because of inadequate reporting, do not know the degree to which 
each cause contributes to the expenditures within each program. If the reasons 
for the previous year's overtime expenditures are not available, it is difficult to 
identify what the next year's requirements are likely to be and plan how best to 


meet them. Through our study, we identified the following major reasons for the 
use of overtime: 
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~ workload factors -- emergencies, backlogs, additional services, 
maintenance of perceived levels of service or fluctuations in 
workload; 


- absenteeism of other employees -- sick leave, vacation, training 
or other types of leave; 


- staff shortages -- limited authorized person-years or delays in 
filling vacancies; and 


- non-discretionary -- such as statutory holidays that must be 
worked and built-in overtime in shift work such as that necessary 
to give 24-hour-a-day service with 7 1/2-hour shifts. 


4.24 Some departments also rely on the use of overtime as a way to 
increase the efficient utilization of capital assets, such as facilities and equip- 
ment. For example, to optimize the use of a vessel and economize on fuel while 
on a voyage, Overtime can be worked to accomplish more work when the weather 
permits and to achieve an efficient sailing schedule. 


4.25 Planning for overtime should start with a thorough analysis of the 
reasons for its use, but the data base of past usage necessary for such an analysis 
has not been developed in any of the departments studied. Overtime should be 
justified in relation to its causes, and the overtime budget rationalized on the 
same basis, especially at the operational level. 


4.26 Action plans. We noticed that local managers have a tendency to use 
overtime as an immediate answer to pressure for service instead of preparing 
action plans to meet temporary human resource requirements. Many managers 
believe that they are using overtime mostly in circumstances, such as emergen- 
cies and temporary manpower shortages, that cannot be planned for in any way. 
We observed, however, that most of the circumstances requiring overtime are 
predictable in nature, and often even the timing can be foreseen. Once the 
circumstances and reasons for additional human resource requirements have been 
analysed, all reasonable means to meet these requirements should be evaluated, 
including overtime. 


4.27 Some operational managers have considered and used alternatives to 
overtime either because of concern expressed by headquarters or regional offices 
or on their own initiative. Some of the alternatives used include: 


- hiring part-time or temporary staff through summer student 
employment programs or from a list of qualified persons such as 
retired employees; 


= hiring regular staff after the allotment of additional person- 
years; 
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- contracting excess workload to the private sector; 


- transferring and pooling staff or transferring work to other work 
units; and 


- reducing services by eliminating or delaying tasks. 


4.28 Decisions to use overtime instead of its alternatives have not been 
supported by cost-benefit analysis. Two departments have recently developed 
some guidelines on the use of overtime, one in a discussion paper to support an 
eventual overtime policy and another in a study report. But even these efforts do 
not include any attempt to quantify the reasons for overtime or to evaluate 
alternatives. We believe a thorough evaluation should include direct expenditures, 
such as salary and payments at time and a half or double time, plus meal 
allowance, fringe benefits and leave package, cost of training, supervision and 
recruiting, and income tax implications. It should also reflect the capital 
expenditures needed for the respective options; for example, office space or 
equipment. Furthermore, the impact of excessive or prolonged overtime on the 
employee's productivity should be part of the overall evaluation. Within this 
analysis, the benefits, which can be difficult to quantify, must also be considered. 
The benefits most often referred to by local managers are the flexibility overtime 
provides for dealing with workload fluctuations and its speed in meeting emergen- 
cies or unexpected needs. From such analyses, and with the program objectives in 
mind, management can determine action plans for the economical and efficient 
use of overtime. 


4.29 Departments should project the nature and extent of the overtime that 
is likely to be required, and, where overtime represents a significant cost, analyse 
the causes of the need for overtime and evaluate all reasonable alternative means 
of meeting the requirements. 


Operational Management 


4.30 We considered the actions of operational managers in their day-by-day 
decisions to incur overtime expenditures. Supervisory personnel charged with 
authorizing the use of overtime normally perceive their performance to be judged 
more on the basis of their ability to provide an acceptable level of service than on 
their ability to control overtime. Thus, because these managers are not generally 
accountable for overtime use, providing the level of service will take precedence 
over limiting the use of overtime. However, if clear and consistent guidelines 
concerning operational priorities were provided, it would be easier for managers, 
who have limited resources available, to solve the problem of coping with pressure 
for services. 


431 Levels of service. To develop operational plans and provide guidance 
on the management of overtime, it is essential to determine the levels of service 
required. If there is no such norm, local managers may authorize overtime to 
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meet any pressure for extra work. We realize that some departments have made 
efforts to provide this guidance in recent years, For example, one department has 
established a level of service in terms of the allowable number of days of backlog 
in completion of certain files. The manager thus has to monitor the backlog and 
can opt for overtime whenever the available regular time is not sufficient to meet 
the pre-determined level of service. One department has considered reducing the 
level of service under certain conditions rather than using excessive overtime. 
Such a guideline would provide discretion in the use of overtime while maintaining 
a minimum acceptable level of service. In these ways, the level of service 
becomes a means of justifying overtime use. If this method is to be effective, its 
application must be specific, consistent and practical. Generally speaking, we 
found that departments have not set levels of service in a manner that would help 
to justify and control the use of overtime. 


4.32 When minimum acceptable levels of service have not been established, 
use of overtime is often based on ad hoc decisions that raise questions about the 
necessity or urgency of working overtime in some circumstances. For example, 
we noted that overtime had, on occasion, been incurred to shine brass, clean pots, 
plant flowers or carry out routine maintenance although there was no evidence 
that these tasks had to be done during overtime hours to meet acceptable levels 
of service. 


4.33 Departments should set minimum acceptable levels of service as a 
guide to indicate when overtime could be used to maintain that level of service. 


4.34 Efficiency. We considered the problem of overtime being authorized 
because the amount of work to be done by a unit is thought to be too much to do 
in regular hours. To be able to assess whether excess work could be done during 
regular hours or, if not, how many overtime hours are needed, requires the 
development of work standards or other productivity measures. 


4.35 The general lack of work standards and other productivity measures 
that we observed in departments is not conducive to good management of 
overtime. This weakness reduces managers' ability to isolate efficiency problems 
and also to achieve and monitor efficient use of overtime. To support decisions 
on overtime use, managers should first establish, through the use of work 
standards where applicable, whether staff numbers are appropriate in relation to 
work requirements and whether the work could be done during regular hours 
without overtime. 


4.56 In some cases, overtime can have either a positive or a negative effect 
on productivity that should be considered when preparing work schedules and 
allocating the overtime work among staff. If excessive overtime causes fatigue, 
productivity in overtime hours is likely to be lower than usual; overtime can also 
affect productivity during the work periods preceding and following it. On the 
other hand, there can be an increase in productivity if, for example, there are 
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fewer interruptions outside regular office hours. In assessing the impact on 
productivity, other factors must also be considered, such as: 


- timing -- overtime hours worked as an extension of a regular 
work period or on a day of rest; 


- quantity -- amount of overtime within a given period; and 


- supervision -- extent of supervision during overtime hours 
compared to regular hours. 


As1 Despite the different effects that overtime can have on productivity 
and the concerns expressed by many managers interviewed, departments have not 
tried to assess the efficiency of overtime work. In the only department where 
some related information was available, we observed that, for all regions, 
employees! measured output per productive hour was at its highest level during 
the months of high overtime; yet that department had not carried out any further 
analysis of this information to determine the potential effect of overtime work on 
overall efficiency. 


4.38 Absenteeism. Ultimately, overtime expenditures must be managed at 
the operational level. Therefore, the attitude of managers becomes an important 
factor. Generally, we observed that operational managers, who initially authorize 
overtime, consider management of overtime a low priority and, as a result, have 
done little to control these expenditures and implement remedial action where 
problems are identified. As an example, it is well known that absenteeism can be 
costly to any organization and that one of the reasons for this is that the overtime 
work required to replace absent employees is paid for at time and a half or double 
time. 


4.39 Absenteeism caused by sick leave is a significant cause of overtime 
for many of the departments included in our study: it frequently happens that an 
employee calls in sick just before his scheduled work period, and his supervisor has 
to find a replacement at overtime rates. Although abuses of sick leave are 
suspected by local managers, little has been done to control it. For example, we 
found a case where an employee called in sick for his regular day shift but worked 
the evening shift of the same day at the overtime rate. Our tests revealed some 
sick leave patterns, such as high levels of sick leave on the first or last day of a 
work period. Even when this affects overtime expenditures, managers very often 
consider it cannot be changed and make no effort to prevent such situations and 
consequently reduce overtime. 


4.40 Our discussions with managers revealed that such sick leave problems 
are generally not dealt with because control measures would be unpopular with 
staff, who consider sick leave benefits as a right rather than a privilege. The 
local managers also suspect that such actions would result in little, if any, 
recognition by higher management. 
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4.41 For some groups of public servants, we observed that the opportunity, 
through working overtime, to get more pay for the same work may be contributing 
to absenteeism, which in turn extends the need for overtime. Recent increases in 
fringe benefits such as paid sick leave -- especially uncertified sick leave -- and 
family leave have tended to aggravate the problem. Employees can increase their 
take-home pay without changing their total hours worked by taking all the various 
types of leave they are entitled to under their agreements and then working 
Overtime at the higher rate to meet the work requirements. 


4.42 Allocation of overtime work. Generally, managers interviewed were 
aiming for an equitable allocation of overtime among applicable employees. Some 
of them have even established local procedures to ensure fair allocation and to 
avoid, as far as possible, grievances about it from employees. Nevertheless, we 
believe that more management involvement is needed to review and question the 
validity and necessity of overtime worked by certain individuals, especially the 
high users, 


4.43 Our survey of overtime payments in the seven organizations covered 
by our study for the period of nine months ended 3] December 1981, as depicted 
in Exhibit 4.5, shows that 926 employees were paid more than $10,000 each in 
overtime for that period; the highest amount paid was $33,000. Some employees 
were paid more than their base salaries in overtime. We did not find that it was 
normal practice for the departments to study or identify the circumstances behind 
such high payments. Some individual payments were for more than 50 hours of 
overtime in a single week. It is likely that in some of these cases, where so many 
hours of overtime are involved, there may be problems such as a lack of quality in 
the service rendered, health hazards for employees and abuse of the system. For 
example, we found a case where an employee was working a significant amount of 
overtime with no on-site supervision; we questioned the validity of the unusually 
high payment made to this employee and found that the immediate supervisor was 
aware that some of the overtime claimed had not been worked but nevertheless 
authorized payment for it. This case is being followed up by the organization 
concerned. 


4.44 Another area that managers should monitor, especially in some em- 
ployee groups, is the distribution of overtime paid at time and a half and double 
time. Review of statistics show that some groups appear to abuse the system by 
making themselves available for overtime work mainly during periods when the 
double rate is applicable. In 1980-81, employees within a group in our study 
claimed 79 per cent of their overtime at the double-time rate, which applies on 
the second day of rest. Modifications in this group's collective agreement 
finalized in May 1982 will presumably correct this situation. Discussions with the 
operational managers concerned revealed that, in many cases, long-standing 
practices made it difficult to introduce controls and restrictive measures to 
correct abuses such as these. Nevertheless, we believe that attempts should be 
made to minimize it. 
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Exhibit 4.5 


MANAGEMENT OF OVERTIME 
NUMBER OF EMPLOYEES RECEIVING OVERTIME PAYMENTS 


FOR THE NINE MONTHS ENDED 31 DECEMBER 1981 


Person/years Number of Employees Receiving Overtime Payments 
Entities Authorized for From: $ 0 $ 5,001. $10,001. over $ 15,000. 
1981/82 To: $ 5,000. $ 10,000. $ 15,000. 

Agriculture 11,435 4,646 234 14 ji 

Correctional Service Ws 7,077 657 tk) ue, 

Customs and Excise 10,147 6,160 66 6 b 
Employment and 

Immigration 24,121 17,421 109 9 1 

National Defence 36,744 16,042 Jats! 10 - 
Royal Canadian 

Mounted Police 20,547 AYN 80) 8 ae 25 I 

Transport 21,706 14,097 Me SZ 568 191 


* Estimate 
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4.45 Assignment of responsibility. To obtain the necessary involvement 
from managers to control overtime and its causes, it is important to assign these 
responsibilities clearly and to raise the visibility of overtime management. This 
could be done through departmental guidelines for overtime management, proper 
recognition of the manager's responsibilities in overtime control, and support of 
cost-conscious attitudes toward using overtime through policies that enhance 
accountability. 


4.46 Operational managers should place greater stress on the management 
of overtime and be required to exercise greater control over areas such as 
absenteeism, the use of double time and excessive overtime work by individuals. 


Management Controls 


4.47 Policies and guidelines. The control of overtime, as of any function or 
activity, starts with formulating policies and guidelines. We found that, general- 
ly, policies and guidelines concerning financial controls for overtime, such as 
instructions on the pay process, forms to be used and assignment of responsi- 
bilities, are satisfactory. 


4.48 However, there are few departmental policies and guidelines on how, 
why and when overtime should be used. The need we have already noted for 
improvements in the areas of planning, analysis of overtime needs and assessment 
of overtime and its alternatives is related to this lack of direction. Policies and 
guidelines in these areas could provide needed guidance and support from 
headquarters and stress the importance of managing this human resource. 


4.49 _ Departmental policies on overtime should include requirements that 
local managers consider overtime use in relation to all suitable alternatives during 
planning and operation. 


4.50 Authorization. In examining this control aspect, we considered the 
pre- and post-authorization of overtime. Pre-authorization implies that human 
resource requirements have been analysed and a decision made that overtime is 
justifiable. It also involves selecting an employee and estimating the time needed 
for the task. We noted that only one of the organizations surveyed had 
consistently documented overtime pre-authorizations. In the other organizations, 
there is little evidence that this control procedure is being followed and that local 
managers are appropriately involved in authorizing overtime expenditures before 
they occur. 


4.51 We examined post-authorization of overtime to review compliance 
with sections 26 and 27 of the Financial Administration Act and to assess its 
effectiveness in terms of managing overtime. Generally, we found that post- 
authorization was properly done except in a few cases where pay documents had 
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been certified by clerical staff who did not have the necessary authority or by 
staff who had the authority but were not in a position to know whether the work 
was done. We also found a few cases of employees certifying their own overtime. 


4.52 In our review of the authorization process, we examined overtime 
claim forms and the reasons given for overtime. In only two of the seven entities 
were the reasons for overtime generally stated. In four other entities we found 
that the reporting of reasons for overtime was inconsistent; some locations were 
not reporting them or reporting them irregularly. In one organization surveyed, 
no reasons were ever cited. The requirement to state the reason for overtime can 
be a critical control feature that permits local managers to monitor overtime and 
assess the need for the overtime worked; it can also provide necessary data for 
planning the use of this resource. 


4.53 Departments should enforce existing requirements to document the 
pre-authorization of overtime and should state the reasons for overtime on claim 
forms. They should monitor the effectiveness of these procedures. 


4.54 Accuracy. In each organization in our study, we carried out a series of 
audit tests on the calculations of overtime compensation. We were generally 
satisfied with the accuracy and the compliance with collective agreements. We 
found few clerical errors. The errors we found were miscalculations, such as 
using the wrong overtime rate, miscalculating the number of hours worked, or 
making double payments for the same overtime hours. We observed that there 
were generally no formal review or control procedures for detailed overtime 
calculations, and the acceptable level of accuracy found was due to the awareness 
and meticulousness of individual pay clerks. 


4.55 In reviewing clerical procedures, we also considered compliance with 
Treasury Board circulars 1977-37 and 1979-35, which delineate departmental 
responsibility for pay administration. In particular, departments are responsible 
for the accuracy and validity of pay input data to the Department of Supply and 
Services - Services Administration (DSS), ensuring that the pay administration 
system meets prescribed Treasury Board standards of performance, controlling 
batches of pay input documents and correcting input errors or anomalies detected 
by DSS. 


4.56 We found several instances where Treasury Board directives were not 
being followed. For example, a required system of batch control for overtime pay 
claims sent to DSS was frequently not in place or was ineffective. We also 
observed some cases where overtime paycheques were distributed by the same 
staff involved in earlier stages of the pay process. 


4.57 Departments should ensure that their overtime pay process complies 
with Treasury Board directives. 
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4.58 Compensatory time off. Public servants, under most collective 
agreements, can elect to be compensated for their overtime work by taking 
authorized time off during a period that is convenient to both employee and 
employer. Compensatory time off, however, can have a snowball effect if it 
creates the need for overtime that in turn will be compensated by more time off 
(at the premium rate of time and a half or double time), which will cause even 
more overtime. 


4.59 Operational managers are generally aware and concerned about the 
possibility that this might happen. Some managers have developed local direc- 
tives limiting the amount of time off that can be taken or stating that 
compensatory time off should not be granted if it will affect the operation or 
create the need for additional overtime. There is, however, generally no provision 
for monitoring compliance with these directives. We found several cases where 
compensatory time off had caused overtime. 


4.60 We also found that records on the overtime compensation earned, to 
be taken in future time off, were kept locally in the departments and were not 
used by departments to evaluate the unrecorded liability for overtime work or to 
assist in planning for eventual leave. Two of the organizations surveyed could 
provide estimates of the amount of the contingencies for overtime at 3] March 
1982. One estimate amounted to $4.0 million, or 7 per cent of the organization's 
current year's reported overtime expenditures, and the other was $4.2 million, or 
17 per cent of that organization's overtime expenditures. Even though these 
contingencies are not significant in relation to the overall expenditures of the 
organizations, they could have an impact on the operations of some locations and 
thus should be considered, at least for planning purposes, 


4.61 _ Departments should develop guidelines to assist local managers in 
controlling the use of compensatory time off and monitoring its effect on 
operations and on the need for additional overtime. 


Information 


4.62 A certain amount of overtime will always be necessary in any depart- 
ment, and appropriate information is needed by management to ensure that it is 
used in the most economical manner. In several previous annual Reports, we have 
commented on the proliferation and inadequacy of human resource information 
systems. These problems were evident again in this study. 


4.63 Central information system. We reviewed overtime data for the fiscal 
year 1980-81 produced by the Treasury Board Secretariat's Attendance/Leave/ 
Overtime and Shiftwork System (ALOSS). The system's main purpose is to provide 
the Secretariat with data on attendance, leave, overtime and other benefits in 
support of the collective bargaining process. It also provides the data base 
necessary for determining and monitoring employee benefits policies. Although 
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the ALOSS system is used mainly by the Secretariat it can also provide 
information on request to departments. 


4.64 We found material differences between the overtime payments 
reported in this system and those recorded through the pay system, For example, 
for the department where we found the largest differences, payment for overtime 
according to ALOSS data amounted to $20.4 million in 1980-81; the department 
had $46 million in its pay records. Neither the Treasury Board Secretariat nor any 
department has completed a reconciliation of the information coming from the 
different systems. 


4.65 Some of the reasons for the differences are known by the Treasury 
Board Secretariat and the departments. They include incomplete input data being 
provided to ALOSS and other input data being rejected but not fully followed up. 
ALOSS is seldom used by departments because the reports are regarded as 
unreliable and untimely. The information is produced only annually and is not 
made available until six months after year-end. Some of the users within the 
Treasury Board Secretariat also expressed reservations about the adequacy and 
timeliness of the information extracted from ALOSS. 


4.66 Despite the many reviews of this system and the Secretariat's aware- 
ness of its deficiencies, the problems remain. The review of ALOSS completed in 
June 1982 by the Personnel Policy Branch of the Treasury Board Secretariat 
identified problems such as the complexity and inflexibility of the system and the 
forms used, the lack of reliability and timeliness of the information, and the extra 
workload imposed on departments, which often represents a duplication in 
preparation of data. The report concluded that "a system to replace ALOSS (or a 
major upgrade) should be implemented as soon as it is determined feasible." 


4.67 Treasury Board Secretariat should ensure that any changes to ALOSS 
take into account the need for providing adequate information to departments for 
managing overtime. 


4.68 Departmental information systems. Expenditures on overtime are 
reported to departments in the financial information produced by DSS. This type 
of information can assist in budgetary control but does not provide the complete 
and comprehensive information needed to manage overtime. This system does not 
produce any information on overtime hours worked and applicable rates (straight 
time, time and a half, double time), timing (extensions of regular work period, 
first or second day of rest, statutory holiday) or reasons for the overtime. 


Finally, overtime compensated for by time off is not part of the data base of the 
system. 


4.69 . Two of the seven departments studied have developed their own 
computerized personnel information systems that provide information on overtime 
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similar to that provided by ALOSS. Although one of the systems has partly solved 
the problems found in ALOSS, the other was criticized by users because it was not 
timely or accurate and, for these reasons, was being redeveloped by the 
department concerned. The users of the systems still did not receive a full 
information package for managing overtime; the systems did not provide any 
information on the timing and reasons for overtime, and thus assessments could 
not be made of when, how and why overtime is used. 


4.70 Departments should provide relevant information on overtime use to 
managers at all levels. 


Role of Treasury Board Secretariat 


4.71 The management of overtime and its implications for pay administra- 
tion are, as discussed previously, primarily the responsibility of departments. 
The Services Administration of DSS is responsible for operating the pay system 
for public servants which produces cheques for overtime payments, and for 
recording the amounts in the accounts of the government. We did not review the 
pay process in DSS in this study. 


4.72 The Treasury Board Secretariat is involved in managing overtime 
through setting government-wide personnel policies, negotiating public service 
collective agreements and gathering statistics on overtime within ALOSS. 


4.73 Policies. The Treasury Board Secretariat has not taken an active part 
in managing overtime by issuing specific policies and guidelines. To date, the 
Secretariat has issued only one directive on overtime, in 1972 (circular 1972-14), 
which restricts the number of hours that may be worked by an employee to a 
maximum of 48 hours in any one week, as specified in the Canada Labour Cade. 


4.74 Nevertheless, the Secretariat has shown some concern about this 
matter and has recently carried out a study on overtime in government. Using 
this study, the Secretariat intends to assess the status of the management of 
overtime in government and determine its own role in terms of setting policies 
and guidelines, : 


4.75 The lack of effective accountability for overtime costs and the lack of 
importance attached to its management appear to be the fundamental causes of 
the overtime problems we observed. Although the main responsibilities rest with 
departments, management of overtime should be supported and reinforced by 
central agency directives and guidelines in areas such as: 


- planning and budgeting for overtime; 
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- assessing the need for overtime and alternative means of dealing 
with its; 


- establishing accountability for managing overtime; and 


- monitoring overtime. 


4.76 Treasury Board Secretariat should review its role in providing guidance 
and assistance to departments on overtime management. 


Aei7, Collective agreement negotiations. In negotiating collective agree- 
ments, the Treasury Board Secretariat's Staff Relations and Compensation Divi- 
sion assess the cost of overtime as part of the compensation package paid to 
government employees. This package is evaluated and costed for each employee 
group to compare compensation in government with that paid to equivalent 
employee groups outside government. The overtime information is gathered from 
many sources, but it is principally produced from data supplied by ALOSS. 


4.78 Departments are invited by the Treasury Board Secretariat, as part of 
the negotiation process, to provide any comments or suggestions that would assist 
in developing management proposals. However, the Secretariat does not specifi- 
cally request from departments the type of information required to evaluate __ the 
impact of proposed changes in benefits on resourcing in general and the need for 
overtime in particular. 


4.79 Once a settlement is achieved with an employee group, a final costing 
is prepared by the Treasury Board Secretariat to establish the overall value of the 
negotiated compensation package. However, this analysis does not specifically 
assess the extent to which a change in benefits affects the need for overtime. 
For example, the recent granting of five annual days of "family related responsi- 
bility leave" in certain contracts has resulted in an increased demand for 
manpower. At the time of negotiation, the impact of this clause on operations 
and overtime needs had not been evaluated. 


4.80 To assess the effect of changes in benefits on human resource 
requirements and assess fully the cost of collective agreements, the Treasury 
Board Secretariat should estimate the effect such changes will have on resourcing 
of operations, particularly in cases where greater benefits will increase the need 
for either overtime or authorized person-years. 
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PERFORMANCE REVIEW AND EMPLOYEE APPRAISAL 


SYNOPSIS 


5.1 In this period of economic restraint, it is important that managers do 
everything possible to assist employees in developing their on-the-job skills and 
enhancing their productivity. The performance review and employee appraisal 
process is an important tool which can assist managers in this task. 


5.2 A number of recent studies have pointed to the importance of the 
performance review and employee appraisal process in the overall management of 
human resources in the public service. The Royal Commission on Financial 
Management and Accountability stated that "... performance appraisals must be 
of highest quality and prepared with the greatest degree of objectivity and 
integrity." 


BP Similarly, the Special Committee on Personnel Management and the 
Merit Principle noted that, "without the development of effective review and 
appraisal mechanisms, managers cannot meaningfully account for the manage- 
ment of human resources." 


5.4 In our 1981 Report, we noted that our comprehensive audits had 
revealed that the processes for identifying training needs and planning human 
resources, as well as the related aspects of performance appraisal systems, were 
not functioning adequately. Accordingly, this year we examined departmental 
performance review and employee appraisal systems to determine the extent to 
which they reflect sound management practices and are accomplishing the 
purposes for which they were established. 


Deo Performance appraisal systems have existed in the Canadian public 
service for many years. In the past thirty years, evaluation techniques have 
changed from check lists measuring behaviour on the job and personality traits to 
results-oriented approaches, measured through the use of performance standards, 
goals and objectives. Some of these changes are still taking place as both 
government departments and corporations in the private sector search for better 
systems. Of the seven departments audited, all have made changes to their 
performance review and appraisal systems in the past few years, and three have 
implemented or are in the process of implementing major modifications which we 
believe will result in more effective systems. 


5.6 The Treasury Board published the first government-wide policy on 
performance review and employee appraisal in 1979 and is planning to evaluate 
the policy and make minor revisions to it in 1982. In arecent letter to the deputy 
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heads of departments and agencies, the Secretary of the Treasury Board 
emphasized the importance of performance review and appraisal in the manage- 
ment of human resources with particular reference to the new management 
category. 


Dad Our findings reveal that present performance review and employee 
appraisal practices in the public service are not perceived as fully accomplishing 
their intended purposes. All departments audited have policies, forms and 
procedures in place, and some have devoted considerable effort over the past few 
years to ensure that their systems comply with the Treasury Board policy. 
Nevertheless, the credibility of performance review and employee appraisal in the 
public service is questionable; a considerable number of employees are critical 
about the uses and value of the process. 


5.8 Employees want to know what is expected of them and how well they 
are doing in their jobs; however, the present systems do not adequately provide 
this kind of feedback. This is of concern in view of the fact that the primary 
purpose of performance review and employee appraisal is to help employees to 
improve their job performance and develop their skills through ongoing discussions 
about the work expected and the results accomplished. It is significant that over 
one-half of the public servants surveyed during this audit said that they did not 
receive enough information from their supervisors about their performance. It is 
equally significant that 64 per cent stated that the performance review and 
employee appraisal process has little or no effect on the way they do their jobs. 


5.9 We found that many managers view the performance review and 
employee appraisal process as a once-a-year "personnel" event rather than as an 
integral part of their continuing management function. A number of managers in 
each of the departments audited also question whether they have the required 
knowledge and skills to carry out effectively the performance review and 
employee appraisal process. 


5.10 Departments are generally not using the information captured in the 
performance review and employee appraisal reports for many of the purposes 
stated or implied in departmental policies. Some departments are making serious 
attempts to make better use of the information; however, we found many 
examples of appraisal reports filed and not used beyond the discussion between 
the manager and subordinate. We recognize that the appraisal report serves as an 
important framework for such discussions. Nevertheless, the fact that employees 
perceive that the appraisal information is seldom used may be a contributing 
factor to the critical views referred to earlier. 


alk These findings lead us to conclude that there are serious gaps in the 
extent and quality of communication between supervisory personnel and their 
subordinates about performance related matters. This raises a_ significant 
question. Why do supervisory personnel fail to fulfil this basic management 
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responsibility? We suggest they do so because it is a task that requires some very 
specialized skills and a considerable amount of tact and empathy, and because 
managers view the process as a paper work exercise with few visible benefits. 
What is needed is a greater emphasis on the importance of performance review 
and employee appraisal as a management tool and on ensuring that supervisory 
personnel possess the necessary skills to help carry out this difficult part of their 
job. 


DebzZ We recognize that there is no perfect employee appraisal and perform- 
ance review system; indeed, there are no easy or quick solutions to many of the 
problems noted during this audit. Nevertheless, we have made a number of 
proposals which we believe should help make the performance review and 
employee appraisal process in the public service more responsive to both 
departmental and employee needs. 


= The proposals are directed at ensuring better communication with all 
employees concerning the nature and purpose of performance review and 
employee appraisal; more effective discussions of job expectations and job 
performance; closer relationships of stated intentions to the actual uses of 
appraisal information; and greater awareness of how well the performance review 
and employee appraisal processes are operating. 
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Audit Scope and Methodology 


5.14 The scope and methodology of this audit included a survey of 
performance appraisal systems used in other sectors, a review of relevant policy 
activities of the Treasury Board Secretariat, an examination of the systems in 
seven departments and the use of a survey questionnaire. 


515 Survey of other sectors. We examined the performance review and 
employee appraisal processes in one provincial government and 10 private sector 
organizations representing a variety of performance review and employee 
appraisal practices from different sectors of the economy. We used the findings 
from this survey in our overall assessment of the performance review and 
employee appraisal systems in the public service. 


5.16 Treasury Board Secretariat. We examined the management controls in 
the Treasury Board Secretariat as they relate to developing, implementing, 
monitoring and evaluating government-wide policies and systems for performance 
review and employee appraisal. We also reviewed related activities in the Public 
Service Commission performed on behalf of the Treasury Board Secretariat. 


eld, Departmental audits. We conducted a review of performance review 
and employee appraisal systems in the following organizations: 

- Agriculture Canada; 

~ Canada Employment and Immigration Commission; 

- Energy, Mines and Resources Canada; 

- National Health and Welfare; 

- Indian Affairs and Northern Development Canada; 

- Labour Canada; and 

- Transport Canada. 
5.18 We examined the systems in place to review and appraise employee 
performance, including communications to employees about performance review 
and employee appraisal, the use of job-related performance criteria, the overall 
quality and uses of appraisal information and the monitoring and evaluation 
activities. We interviewed personnel specialists and line managers at depart- 
mental headquarters and in a minimum of two regional offices per department. 
We also examined approximately 1,500 appraisal forms to determine the overall 


level of quality of the reports. The sample was selected to ensure adequate 
representation of the overall population. 
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eke, Survey questionnaire. To obtain the perceptions of both supervisory 
and non-supervisory staff about the performance review and employee appraisal 
process, we used a confidential performance review and employee appraisal 
questionnaire. The questionnaire was sent to 4,657 public servants in the seven 
departments audited. 


5.20 We selected these employees by taking a sample in each of the seven 
departments using specific statistical techniques to ensure that there was no bias 
in our selection. The number of questionnaires distributed was based on the 
number necessary to ensure the required level of accuracy and on the assumption 
that the return rate would be between 50 and 60 per cent. 


eval To understand fully the implications of the questionnaire findings, we 
also conducted over 140 personal interviews with the survey respondents. In 
addition, we analysed hundreds of comments about the performance review and 
employee appraisal process submitted by employees on their questionnaires. 


5.22 The response rate to the questionnaire was 68 per cent which, together 
with the volume of comments submitted to us, indicates that the subject of 
performance review and appraisal is of great interest to public servants across the 
country. 


5.23 The majority of questionnaire responses are reported as percentages of 
replies to specific questions. Where there were differences between groups or 
categories in their response to a question, we used statistical techniques to 
determine whether the differences were significant. We also analysed the degree 
of association between the answers to related questions. The survey data were 
weighted to correct for the relative size of the department concerned. 


5.24 There was a good deal of commonality in the questionnaire responses 
across the seven departments and between occupational categories. In the 
instances where there was significant variation between occupational categories, 
they were reported to the departments concerned. 


Audit Criteria 


PY a, The audit criteria against which we assessed the performance review 
and employee appraisal processes in the public service were developed during the 
audit and discussed with departments. They are generally consistent with the 
policy of the Treasury Board Secretariat and are based on two principles: 


- The evaluation of the performance of subordinates is part of the 


ongoing job of a manager and is directly related to his or her 
responsibility for planning and controlling work. 
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- To do a job well, an employee should know what is expected of 
him or her, the extent to which performance meets expectations, 
and how to improve performance when required. 


The objectives and principles of the performance review and employee 
appraisal process should be established and communicated to all 
employees. 


- senior management should demonstrate commitment to the 
achievement of the performance review and employee appraisal 
objectives; 


~ roles and responsibilities for carrying out the process should be 
clearly defined and communicated; 


- supervisory personnel should be competent in and, where 
necessary, receive training on how to carry out their 
responsibilities with respect to performance review and 
employee appraisal. 


The review of employee performance should be based on job-related 
performance criteria. 


- employees should be informed of their job responsibilities and of 
the criteria against which their performance will be assessed; 


- information derived from the work planning process should be 
taken into account when it relates to employees' goals and their 
achievement; 


- supervisory personnel should review and discuss performance 
with their subordinates periodically and, where performance is 
below standard, develop and implement measures to improve 
performance. 


The review of each employee's performance should be summarized at 
least annually in an appraisal report. 


- appraisal reports should contain the results of performance 
reviews, and, when required for planning, training, staffing and 
other administrative purposes, should include information 
concerning career aspirations, training and development needs 
and employee potential; 


- the information recorded on appraisal reports should be used for 
purposes intended; 
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appraisal reports should be reviewed by a third party for 
completeness, consistency and quality. 


The performance review and employee appraisal process should be 
assessed periodically. 


compliance with policies, directives and guidelines should be 
monitored; 


the extent to which the objectives of performance review and 
employee appraisal are being met should be evaluated; 


the extent to which appraisal reports of supervisors and 
managers indicate that they are being held accountable for 
carrying out their performance review and employee appraisal 
responsibilities should be assessed; 


results of these assessments should be used in the development 
and revision of performance review and employee appraisal 
policies and processes. 


5.26 In our audit of the management controls over the performance review 
and employee appraisal policies and systems of the central agencies, we used the 
criteria reported in Chapter 3 of our 1981 Report. 
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Observations and Recommendations 
Central Agency Roles and Activities 


5.27 Policies and systems. In 1979, the Treasury Board Secretariat, in 
consultation with departments and agencies, developed the first government-wide 
policy on performance review and employee appraisal. According to the policy, 
deputy heads of departments and agencies are responsible for developing, 
implementing and evaluating departmental performance review and employee 
appraisal programs. The policy also states that its effectiveness and 
implementation by departments will be subject to evaluation. At the outset of 
this audit, the Treasury Board Secretariat stated that it intended to carry out an 
evaluation in 1982, but was deferring the work until after the completion of this 
audit. 


5.28 The policy distinguishes between performance review -- the ongoing 
review and feedback of employee performance -- and employee appraisal -- the 
written summary of the results of ongoing performance reviews and other 
information, such as employee potential and training and development needs. 


Del The policy also requires that, at least once a year, supervisors in the 
public service prepare written reports summarizing the performance of all 
employees whom they supervise. Supervisors are also required to discuss the 
report with the employee and provide the employee with a copy of the final 
report. In addition, for supervisory staff, information pertinent to employee 
potential, training and development needs, future assignments and other career- 
related information must be included. According to the performance review and 
employee appraisal policy, the employee appraisal report is to serve as a basis for 
various personnel management decisions such as_ staffing, training and 
development, and human resource planning. We were informed during the audit 
that the Treasury Board Secretariat was in the process of making minor revisions 
to the policy. 


5.30 The Secretary of the Treasury Board in March 1982 wrote to the 
deputy heads of departments and agencies emphasizing the importance of 
performance review and employee appraisal to the management of human 
resources and stating that the performance ratings of managers and the 
associated monetary rewards will be greatly influenced by the care and attention 
given to the completion of appraisals. 


pel Management category. The Treasury Board Secretariat and the Public 
Service Commission are currently working on a wide range of issues associated 
with human resource management practices for the new management category. 
The material published by the central agencies on the new category indicates that 
performance review and appraisal of senior managers will be of great significance 
because of its impact on career decisions and on the executive compensation 
program which involves performance bonuses of up to 15 per cent of salary 
maxima. 
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ah 4 At the time of this audit, we found that the review of existing 
practices and development of new approaches to performance review and 
appraisal for management personnel had not been completed. However, senior 
officers in the Public Service Commission and the Treasury Board Secretariat had 
clearly identified the issues to be addressed with respect to the new category. 
These include, among others: 


- the quality of the appraisal information; 


- the appropriateness of a universal evaluation/appraisal form and 
common evaluation/performance criteria; 


- the adequacy of the training of managers in performance review 
and employee appraisal; and 


- the accountability of managers for the conduct of performance 
review and employee appraisal. 


PbS) We were informed that the Treasury Board planned to engage, in 
October 1982, an expert on performance review and employee appraisal to 
address these issues and develop a system appropriate to the management 
category. 


5.354 We trust that the Public Sector Compensation Restraint Act and the 
resultant suspension of monetary incentives will not affect the amount of 
attention given to this subject, and urge the central agencies to continue their 
efforts to develop appropriate solutions to the identified issues. 


Departmental Policies and Systems 


Yop) Application of Treasury Board policy. There has been a considerable 
amount of activity in departments and agencies directed at improving 
performance review and employee appraisal systems since the publication in 1979 
of the Treasury Board policy. Over the past three years, six of the seven 
departments audited have revised their policies, three have undertaken major 
studies, and the completion rates of appraisal reports for most departments have 
risen significantly, indicating the degree of attention being given to this subject. 


5.356 All departments audited have developed performance review and 
employee appraisal policies that are generally consistent with the Treasury Board 
Secretariat's policy, and all require that the performance of indeterminate 
employees be assessed annually and documented in an appraisal report. The 
departmental policies and directives detail the supervisors'/managers' role in 
setting job expectations, conducting ongoing formal work reviews with employees 
and summarizing results of these assessments in an annual appraisal form. 
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Daal In most decentralized departments, the headquarters personnel branch 
is responsible for developing the performance review and employee appraisal 
policy and procedures; the regional offices conduct relevant training courses and 
provide general support to the line branches in administering the departmental 
performance review and appraisal processes. The extent of regional activities 
varies considerably within departments, often depending on the authority 
delegated, the regional resources available, and on the commitment from 
regional senior management. We did note that, in a number of departments, the 
respective roles of corporate Personnel and regional Personnel were not 
documented. 


5.38 Communication to employees. Deputy ministers and assistant deputy 
ministers in most departments express commitment to the objectives and 
principles of the performance review and employee appraisal process in annual 
memoranda to their senior staff. However, with the exception of a few 
departments, there is little communication to non-supervisory staff with regard to 
the appraisal process. As a result, many employees interviewed were unclear 
about the process and what it was attempting to achieve. 


5.59 In one department, the deputy minister expressed strong commitment 
to the process in a memorandum to all staff, as well as at management committee 
meetings. In this department, employees were also informed about the review and 
appraisal process in the departmental newsletter. We found that more employees 
in this department, compared to employees in any of the other departments 
audited, believed that the performance review and employee appraisal process 
improves the way they do their jobs. This suggests that communication to all 
employees and strong, visible and continuing commitment by senior management 
have a significant bearing on the effectiveness of the appraisal process. 


5.40 Departments and agencies should ensure that all employees are made 
aware of the nature and purposes of the performance review and employee 
appraisal process. 


Performance Review 


5.41 Performance criteria and their communication. Departmental policies 
and procedures require that supervisors inform employees of their job 
responsibilities and of the criteria against which their performance is being 
measured at the beginning of the rating period. According to our survey, we 
found that this occurs about 54 per cent of the time; the remainder are informed 
during the rating period, at the end, or, in 27 per cent of cases, not at all. In this 
regard, 30 per cent of the employees surveyed indicated that they were unclear 
about the kind of job performance expected of them during the last rating period. 


5.42 Our review of appraisal reports revealed that specific performance 
criteria indicating the level of achievement expected in terms of quality, quantity 
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and time were rarely used. The majority of appraisal forms contained general 
statements of tasks or job responsibilities, often derived from job descriptions. 
For senior managers, we found that goal statements derived from departmental 
work planning and review processes were sometimes used as performance criteria. 


5.43 A significant number of employees interviewed expressed concern 
about performance criteria, their development, utility and application. This is 
consistent with the results of the survey questionnaire in that over half of the 
respondents who had supervisory responsibilities indicated that they needed more 
training in developing performance criteria. Also, 59 per cent of all employees 
surveyed indicated that they do not receive enough information about the criteria 
used to judge their work. 


5.44 We recognize that there are difficulties in developing and applying 
common performance criteria in organizations that have many occupational 
groups. Nevertheless, we would encourage central agencies and departments, 
where practical and feasible, to develop such criteria when appraisals are to be 
used for management decisions such as pay administration or staffing. This should 
result in a greater degree of consistency in the evaluation of employees 
performing similar functions and is particularly relevant to employees in the new 
management category. 


5.45 A number of employees surveyed reported that they participate with 
their supervisors in deciding job expectations or performance criteria or in 
determining the action needed to improve their performance. Of the employees 
who participated, a much greater proportion stated that the appraisal process has 
a positive effect on their work than was the case where employees do not 
participate in these activities. Our review of performance review and employee 
appraisal in the private sector shows a tendency for greater involvement of 
subordinates in all aspects of the process, particularly in the areas of criteria and 
goal setting, than is the case in most of the seven government departments 
audited. These matters related to performance criteria are addressed later under 
Training of Supervisory Personnel. 


5.46 Ongoing review and employee feedback. All departments audited 
emphasize the importance of feedback and require that supervisors/managers 
conduct ongoing assessments of employee performance and that these assessments 
be discussed with employees throughout the year. In this regard, our interviews 
overwhelmingly indicated that employees want feedback from their superiors on 
how well they are performing and feel that such feedback has a positive effect on 
their work performance. Nevertheless, many employees at all levels stated during 
our interviews that they receive insufficient communication from their superiors 
about their performance or about ways to improve it. In many instances, 
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employees stated that they require more ongoing feedback throughout the year 
rather than only at appraisal time. The questionnaire responses confirmed these 
concerns and showed that: 


- 68 per cent of employees say that supervisors discuss 
performance only at time of appraisal or not at all; 


- 39 per cent of employees who did discuss the appraisal document 
with their supervisor spent 15 minutes or less in discussion; 


- 65 per cent of employees feel they do not receive enough 
information about specific ways to improve their performance; 
and 


- 68 per cent of employees believe that the performance review 
and employee appraisal process has little or no effect on the way 
they do their jobs. 


5.47 These concerns were expressed in each of the seven departments 
audited, as illustrated in Exhibits 5.1 and 5.2. 


5.48 These findings suggest that over one-half of public servants probably 
do not receive sufficient communication from their supervisors about their 
performance -- a serious gap in light of departmental policies and the importance 
of ongoing feedback to employee morale and productivity. 


5.49 In this regard, we noted that the new systems being introduced in two 
departments were directed at improving communication between the supervisor 
and subordinate concerning employee performance by emphasizing the linkage 
between performance review and the work planning process. In one of the 
departments, communication was further encouraged by the development of three 
distinct performance review systems, each designed to reflect the working 
characteristics of specific groupings of employees. These developments should 
result in more meaningful review processes in the department concerned. 


Training of Supervisory Personnel in Performance Review and Employee Appraisal 


5.90 In all departments audited, we found that there are courses designed 
to acquaint supervisory staff with the objectives and principles of performance 
review and employee appraisal. In most departments, the training is a regional 
responsibility and the length, content of the course and number of managers 
trained vary considerably, depending on regional resource availability and the 
priority placed on training. Our survey results showed that 62 per cent of the 
supervisors have received some form of training. The extent of the training 
ranged from 43 per cent in one department to 76 per cent in another and varied 
from a one-half hour briefing session to a three-day workshop. 
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PERFORMANCE REVIEW AND EMPLOYEE APPRAISAL 


Exhibltia. 


Discussed at Appraisal time 


Not discussed at all eal 


All Departments surveyed 
Agriculture Canada [ess 
Employment and . 
Immigration Canada 26% 
Department of Energy, 27% 
Mines and Resources is 
Department of National 
Health and Welfare 

Department of Indian Affairs 
and Northern Development 


10 20 30 40 50 60 70 80 90 100 
Per cent 


Percentage of Employees by Department Indicating That 
Their Supervisor Discussed Their Performance Only At The 
Time of the Annual Appraisal Or Not At All 


Exhibit 5.2 


All Departments surveyed 


Agriculture Canada 
Employment and 
Immigration Canada 


Department of Energy, 
Mines and Resources 


Department of National 
Health and Welfare 


Department of Indian Affairs 
and Northern Development 


Labour Canada 


Transport Canada 


10 20 30 40 50 60 70 80 90 100 


Percentage of Employees by Department Indicating That 
They Did Not Receive Enough Information About Specific Ways 
To Improve Their Performance 
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PERFORMANCE REVIEW AND EMPLOYEE APPRAISAL 


Exhibit 5.3 


All Departments 


Agriculture Canada 55% 
Employment and 
Immigration Canada 


Department of Energy, 
Mines and Resources 
Department of National 
Health and Welfare 


Department of Indian Affairs 


and Northern Development 60% 


Labour Canada 


Transport Canada 


10 20 30 40 50 60 70 80 90 100 


Per cent 
Percentage by Department of Supervisors/Managers 
Surveyed Who Indicated A Need For More Training 
in Dealing With Employee Performance Problems 
Exhibit 5.4 


All occupational categories 


Executive 


Scientific and 
Professional 


Administrative and 
Foreign Services 


Technical 
Administrative Support | 59% 


63% 


Operational 
10 20 30 40 50 60 70 80 90 100 
Per cent 
Percentage by Occupational Category of Supervisors/Managers 


Surveyed Who Indicated A Need for More Training in Dealing 
With Employee Performance Problems 
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51 Interviews with supervisors at all levels and in all occupational 
categories and groups indicated some concern with regard to training and its 
relationship to effective performance review and employee appraisal. These 
concerns are reflected in our survey results which reveal that 49 per cent of the 
supervisors believe they need training in dealing with employee performance 
problems and in counselling employees. These findings apply to all departments 
and occupational categories, although, as might be expected, employees in the 
executive category indicated a significantly lower need for such training than did 
employees in other occupational categories. These findings are illustrated in 
Exhibits 5.3 and5.4. With regard to the completion of appraisal reports, 
62 per cent of the employees expressed the view that no further training was 
required. 


Dee The concerns raised earlier regarding performance criteria and 
ongoing feedback, and the comments above on training lead us to conclude that 
there is a need for departments and agencies to improve the overall effectiveness 
of their training in performance review and employee appraisal. In this regard, 
we recognize that training is not a panacea for resolving all the problems in this 
area and that other approaches such as strong, visible management commitment 
are of critical importance. Nevertheless, training is, in our opinion, an important 
tool and should be fully used to provide supervisory personnel with the skills and 
confidence to discuss performance related matters with their subordinates. 


5.93 Departments and agencies should review their performance review and 
employee appraisal training programs to ensure that they: 


- emphasize the importance of the supervisor's role and 
responsibility for performance review; 


~ provide supervisory personnel with the knowledge and skills 
required to develop and communicate performance expectations; 
provide feedback to employees, counsel employees and deal 
effectively with performance problems. 


The Performance Review and Employee Appraisal Report 


5.94 Content. Departmental appraisal forms vary in length and format, but 
they all include space for written summaries of the results of performance 
reviews, for training needs and for other information, such as career aspirations, 
developmental needs and employee potential. Most departments have several 
appraisal forms designed for specific occupational groups or clusters of 
occupational groups, although a few have a common form for all employees, 
excluding research scientists. In that occupational group, a common form is used 
throughout all departments. We also noted that, although the Treasury Board 
policy requires an overall rating, categorized as outstanding, superior, fully 


satisfactory, satisfactory, unsatisfactory, these categories were not followed in 
all departments. 
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DDD Our review of completed forms revealed that the quality of the 
information recorded on the appraisal reports varies widely across departments. 
We found that, although narrative comments about performance were recorded on 
appraisal reports in the majority of cases, these comments ranged from explicit 
performance-related statements to vague generalities about performance. For 
example, the percentage of appraisal forms that we believed contained good 
performance-related narratives ranged from 32 per cent of the forms in one 
department to 92 per cent in another. 


5.96 We also found that the number of forms containing comments on 
performance weaknesses was low in most of the departments audited. Of those 
appraisal forms on which weaknesses were recorded, we noted that action plans to 
address the weakness were often missing and, when they were included, they 
tended to be vague and general. 


5.97 With regard to performance weaknesses, the questionnaire findings 
indicate that approximately one-half of managers say they would discuss 
performance problems with employees but would not document problems on the 
performance review and employee appraisal form. During our interviews, 
managers indicated that they do not want to affect the morale, motivation and 
career of employees by recording weaknesses. They also stated that they would 
not record weaknesses for fear that having such weaknesses entered on the 
employee's record would make it difficult to "get rid" of a low performer. We 
also encountered a view, expressed on a number of occasions, that it was better to 
assess an employee as satisfactory or fully satisfactory rather than higher, 
because there were fewer problems in defending such a rating and less possibility 
of losing the employee. Relevant to the foregoing, our survey indicates that the 
distribution of appraisal ratings in the seven departments audited are: outstand- 
ing - 1 per cent; superior - 16 per cent; fully satisfactory - 62 per cent; 
satisfactory - 20 per cent; unsatisfactory - 1 per cent. 


5.98 Our interviews with employees concerning the appraisal report in- 
dicated that many were concerned about its quality and felt that the narrative 
comments were often too superficial and did not address specific aspects of their 
performance. The questionnaire results confirmed these views; over 52 per cent 
of the respondents believed that the appraisal report is not very helpful in 
assessing weaknesses or in improving performance. 


599 Review of appraisal reports. Departmental procedures require that 
the supervising officer complete the appraisal report, review and discuss it with 
the subordinate and then refer it for final review by a reviewing officer and/or by 
a formally constituted review committee. In some departments, review by the 
reviewing officer or review committee is required before the report is discussed 
with the employee. Although the role of the reviewing officer and the review 
committee varied somewhat across the departments, in every department they 
were responsible for maintaining some standard of consistency and objectivity in 
the completion of appraisal reports. In some departments, review committees 
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were also responsible for using appraisal data to develop succession plans and to 
nominate employees for developmental courses. 


5.60 As indicated, we found significant deficiencies in the quality of the 
information on appraisal reports in many departments, even though these reports 
had been signed by a reviewing officer or a review committee. We conclude that 
the process for reviewing appraisal reports in most departments is not providing 
effective control over the quality of the information recorded. This is of concern 
because the quality of the appraisal information is directly related to the extent 
to which it can be relied on to assist in making decisions concerning the employee. 


5.61 In our view, the review process provides an opportunity for manage- 
ment to not only influence the quality of appraisal reports but also to have a 
direct impact on the entire performance review and employee appraisal process 
and how it is carried out. 


5.62 Departments and agencies should have procedures in place to ensure 
that reviewing officers and review committees carry out their responsibilities 
with respect to the quality of appraisal reports. 


Uses of Appraisal Information 


5.63 Treasury Board and departmental policies state or imply that the 
information on performance review and employee appraisal reports will be used or 
considered when making management decisions about staffing, training, 
development, succession planning or career planning. We found, however, that 
most departments are not using the information captured for many of these 
purposes. With the exception of some specific occupational groups, many 
appraisals are simply filed by the Personnel Branch after being signed by 
reviewing officers. 


5.64 A considerable number of employees, regardless of level, were critical 
about many aspects of the appraisal process, including the extent to which 
appraisal information is used, particularly in the areas of career aspirations, 
training, and development. They felt that the process was largely a personnel 
paper exercise with no visible benefits. Some supervisory personnel did comment 
that their departments seemed to be aware of these problems and were 
attempting to improve their systems. We believe that the failure to use appraisal 
information for the purposes stated or implied has contributed to the credibility 
gap on the part of supervisory personnel and their subordinates. 


5.65 Staffing. The Public Service Commission has indicated that depart- 
ments and agencies should use performance review and employee appraisal reports 
in the staffing process. We found that appraisal reports are used to a limited 
extent in the staffing process because most managers and personnel specialists do 
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not have confidence that the reports accurately reflect the level of performance, 
or that they are sufficiently informative about performance to be of use for 
selection purposes. Our findings on the content of the appraisal reports confirm 
that this is frequently the case and point to the need for caution in using appraisal 
information in the staffing process. 


5.66 Human resource planning. Although most departmental reports 
capture information on career aspirations and mobility, this information is rarely 
used for human resource planning purposes except for a selected group of 
employees, such as the management category. We did note that the information 
on appraisal reports is often used to assist in selecting individuals for certain 
developmental programs, such as the Career Assignment Program or the Special 
Assignment Pay Plan. 


5.67 Training. Departmental appraisal reports capture information on 
training needs of individuals, and departmental policies state or imply that this 
information is to be used as a basis for departmental training programs. We 
found, however, that departments have other systems in place from which to 
determine needs for training plans and for scheduling courses, most of which do 
not use information from the appraisal reports. 


5.68 Interviews with training officers indicate that training requirements 
identified by managers are often too vague or too unclear to be used effectively. 
They also were of the opinion that most managers are not well equipped to 
identify which performance deficiencies could be improved through training. Our 
questionnaire showed that managers themselves perceive that they lack skills in 
this area; 39 per cent state that they require more training in identifying training 
needs. One department, recognizing this concern, provided managers with a 
comprehensive briefing manual designed to assist them in identifying training 
needs. 


5.69 Departments and agencies should: 


- ensure reasonable consistency between stated intentions and 
actual uses of appraisal information in such areas as training and 
development, staffing, and human resource planning; and 


- provide managers with the information necessary to assist them 
in identifying training needs. 


5.10 Salary administration. The only consistent use of the appraisal report 
across all departments is in the determination of merit pay for certain occupa- 
tional groups. For these groups, we found that the overall performance rating is 
the main determinant in setting salary increases. 
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Py Al The majority of employees in the public service are in positions with 
fixed salary increments which they receive annually until they reach the 
maximum of the salary range, providing their performance Is satisfactory. if 
performance is not satisfactory, the increment can be denied. During this audit, 
we examined the linkages between the appraisal process and salary increment and 
were informed that pay increases are seldom denied because there are so few 
unsatisfactory ratings in the public service. 


5.12 Performance problems. Appraisal reports play an important role in 
the administrative actions associated with dismissing an employee. We found that 
because appraisal reports tend to be too general and not descriptive of known 
performance weaknesses, the process of dismissal is often delayed because 
management is unable to use the existing appraisal reports. 


Je1D In this regard, managers in a number of departments voiced concerns 
about these and other difficulties associated with the dismissal of an employee. 
Some stated that they have incompetent employees whom they are not able to 
dismiss, demote or transfer either because of the lack of adequate documentation 
or because of the rigorous procedures involved in taking such action. 


5.74 The deficiencies in the appraisal documentation cannot be resolved 
until the reviewing officers and review committees accept responsibility for 
ensuring that performance problems are properly identified on appraisal reports. 


Use of Overall Ratings 


BET /2) Treasury Board policy and the majority of departmental appraisal 
forms require that there be an overall rating of performance categorized as 
outstanding, superior, fully satisfactory, satisfactory or unsatisfactory. We found, 
however, that the ratings are rarely used in making personnel management 
decisions for the majority of employees, although, for a small proportion of the 
population, they are used for pay purposes and other administrative decisions. We 
found that some employees believe that overall ratings are helpful in letting them 
know where they stand; however, the majority of employees interviewed feel that 
the overall ratings tend to take the focus away from the job, its components and 
performance achievements. 


5.16 The Treasury Board Secretariat should review the requirement for an 
overall performance rating when the employee's performance is satisfactory and 
when the information is not required for administrative decisions. 


Monitoring and Evaluation 


Deh T A number of the departments audited have recently introduced major 
changes to their performance and employee appraisal Systems and, as a result, 
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they are not in a position to assess the impact of their new policies and systems. 
We noted, however, that these departments had undertaken a review of selected 
aspects of their appraisal processes prior to modifying the existing systems and 
that one department had established a major task force to assess department-wide 
practices over an extended period of time. 


5.78 In departments with established programs, we found a wide range in 
the quality and extent of review conducted by the personnel branch or by the 
internal audit organization. Some departments concentrated solely on completion 
rates while others also reviewed such areas as the quality and content of appraisal 
reports. 


oY We found that, although all departments analyse completion rates and 
some assess information on the quality of appraisals, few departments have 
systems in place to determine if performance review and appraisal processes are 
achieving the desired results in such fundamental areas as setting job 
expectations, providing employees with ongoing performance feedback and 
assisting employees in improving performance. 


5.80 In view of the fact that performance review and employee appraisal 
systems have the potential of affecting present and future performance of all 
employees, departments should also be able to assess the extent to which the 
appraisal reports of supervisory personnel indicate that they are being held 
accountable for carrying out their appraisal responsibilities; whether the quality 
of appraisal reports indicate that reviewing officers and committees are effec- 
tively carrying out their responsibilities; and whether information collected 
through the appraisal process is being fully utilized. 


5.81 With regard to management accountability, we noted that, even 
though the policy of the Treasury Board states that appraisals of supervisors 
should consider explicitly the quality of the performance review and employee 
appraisals they conduct, the appraisal forms we reviewed in most departments 
made no reference to this supervisory responsibility. 


5.82 Departments and agencies should ensure that they have systems in 
place to assess compliance to their performance review and employee appraisal 
policies, directives and quidelines and to determine the extent to which depart- 
mental appraisal objectives are being met. 
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GOVERNMENT INITIATIVE FOR IMPROVED MANAGEMENT PRACTICES 
AND CONTROLS 


SYNOPSIS 


6.1 This is the third annual report of our monitoring of IMPAC, the 
initiative of the Office of the Comptroller General (OCG) to Improve Manage- 
ment Practices and Controls in federal government departments and agencies. 


6.2 IMPAC was designed to survey the state of management practices and 
controls in departments and agencies, to identify deficiencies, to develop individ- 
ual Action Plans to remedy identified deficiencies, and to support the im- 
plementation of these plans. Typical IMPAC Action Plans include projects 
covering such areas as: development of departmental planning systems; estab- 
lishing strategic objectives; short and long-term operational plans; financial and 
operational information systems; and program evaluation and internal audit 
processes. 


6.3 Initially, IMPAC surveyed 29 government entities which accounted for 
85 per cent of public expenditures, excluding the Public Debt. It is the OCC's 
intention to expand IMPAC coverage to other government entities included in 
schedules A and B of the Financial Administration Act. 


6.4 As of 31 March 1980, the OCG had endorsed six Action Plans. In the 
following year, another 12 were endorsed. By 31 March 1982, there were 25 
endorsed Action Plans, representing approximately two-thirds of government 
expenditures. These Plans are at various stages of implementation. 


6.5 Exhibit 6.1 provides historical background on IMPAC from 1979 to 
1981. Exhibit 6.2 indicates the status of the 30 departments and agencies par- 
ticipating in IMPAC as of 31 March 1982. Since our last report in 1981, 7 more 
departments, for a total of 25, now have or have had endorsed Action Plans. Four 
departmental Action Plans are in the process of being endorsed; one department is 
still in the survey stage. 


6.6 Of the 25 endorsed plans, 3 have had their implementation curtailed by 
major government reorganizations and 22 are in various stages of implementation. 
One of the 22 is awaiting the outcome of major government policy directions, and 
another is awaiting relocation of the department. Three are almost complete and 
have reached a sign-off stage. Seven Action Plans are in the process of revision, 
and the balance are in the process of implementation. 
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Exhibit 6.1 


GOVERNMENT INITIATIVE FOR IMPROVED MANAGEMENT PRACTICES 


STATUS OF ACTION PLANS - 31 MARCH 1981 


(Reprinted from 1981 Report)» 


DEPARTMENTS 
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253015885855 
Sozalsnes<es5s5 


ACTION PLANS APPROVED 
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Exhibit 6.2 


GOVERNMENT INITIATIVE FOR IMPROVED MANAGEMENT PRACTICES 


STATUS OF ACTION PLANS - 31 MARCH 1982 


Action Plan 8 9 
Endorsement i Action Plan 
DEPARTMENTS Dates to Completion Dates 
AND 31 March 1981 |- E ; 


ACTION PLANS ENDORSED 


National Health and Welfare 
RCMP 


Energy, Mines and Resources 


N/C + 
02/84 + 
N/C + 
09/82 
06/81 
03/85 
N/C + 
N/C 
N/C 
N/C 
N/C 
N/C + 
05/82 
N/C 
N/C 
N/C 
03/85 
N/C 


DSS-Services 


X 


Employment and Immigration 


Agriculture 
Public Works April 1980 


Environment September 1980 


- Veterans Affairs December 1980 
5 QUDYeN December 1980 
- Canada Post Corporation December 1980 


- Customs and Excise January 1981 
- DSS-Supply February 1981 
ORES. March 1981 


- The Correctional Service 
. National Revenue-Taxation March 1981 | | 

- Consumer and Corporate Affairs See ae al a 
- Canadian Transport Commission PMarch 1981 | |] TTT TT LL 
peterooe east we DAGMI GA sl lot bbelulatsdclub 3 


. Secretary of State | sapcitm iA viel lvl ilede dll ebaelon 
. Labour iain) / SAARC hie 


- Industry, Trade and Commerce 


- Justice 
- Indian Affairs and Northern Developmen 
. Transport 
DRAFT PLANS IN PROCESS OF ENDORSEMENT 
26. Statistics Canada : (32) 84/85 
27. External Affairs FR aay ay 35) Not Known 
28. Fisheries and Oceans : G6) 9/85 
IN SURVEY STAGE 


PT Oe 


* Excludes Benefit and Overpayment System ) Process incomplete: circled number is the number 
of months in process to 31 March 1982 
IMPAC Action Plan Development and Endorsement Process X Action Plan conditionally signed off 
+ Action Plan under revision 
Survey Stage Mates 


Action Plan Development : Z 
Action Plan Received by OCG National Defence Survey Report favourable 


no Action Plan required 
e DREE integrated with IT&C 


Wd 


Action Plan Review and Endorsement 
Process ongoing 
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6.7 A number of different factors have contributed to the revisions in 
these seven Plans and the resulting delays. These include organizational changes, 
senior management turnover, changes in central agency policies (PEMS, Reform 
of the Estimates), responses to subsequent comprehensive audit findings, and 
inappropriate initial plans. Plan revisions can also reflect the learning process 
involved in implementing an initiative as comprehensive and complex as IMPAC. 
However, plan revisions also raise concern about resource requirements and 
project time frames that may impact on the momentum for change. 


6.8 Our monitoring of the IMPAC process and its progress is carried out in 
accordance with a request from the Public Accounts Committee and is designed 
to provide the House of Commons with an independent, ongoing review of IMPAC. 
Since 1980, we have reviewed IMPAC activities annually in all departments as 
their Action Plans were endorsed, paying special attention to: 


~ framework and approach for implementing changes in manage- 
ment practices; 


- contents of Action Plans; and 


- implementation and progress of Action Plans to 31 May 1982. 


6.9 Our review of the 25 departments with endorsed Action Plans as of 
31 March 1982 indicated that major outstanding audit observations have been or 
are in the process of being addressed. Departments that were subject to 
comprehensive audits subsequent to their IMPAC Surveys, are revising their Plans 
to take into account comprehensive audit findings. 


6.10 Satisfactory progress in implementing IMPAC Action Plans can be 
reported in six departments. Significant overall slippage is reported in nine 
departments and minor slippage in six departments. Progress in one department 
could not be assessed because of a lack of milestone dates. 


6.11 Notable overall progress has been achieved by departments within the 
IMPAC process in establishing planning functions and developing strategic plans, 
and in establishing internal audit and program evaluation functions. However, 
development and implementation of financial and management information 
systems is lagging in 8 of 22 departments. 


6.12 Among the departments incurring significant slippage, we observed 
five situations where Action Plan implementation was faltering. In all cases, a 
significant factor was the inadequacy of the framework for change as evidenced 
by limited senior management involvement in the process; commitment of 
adequate and appropriate resources; department-wide communications by senior 
management; and supporting organizational structures. 
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6.13 Generally, we have observed that senior management is increasingly 
concerned with improving management practices and controls, even in depart- 
ments where measurable progress has fallen behind. Although it is difficult to 
measure this kind of progress against tangible milestones, it must be acknowl- 
edged as an achievement of IMPAC. 


6.14 The 25 departments had estimated their committed costs of IMPAC to 
be $225 million, involving some 3,500 person-years. For nine of these depart- 
ments, costs have increased from $96 million to $134 million, and person-years 
increased from 924 to 1,356. However, because these costs have not been 
compiled in a uniform manner, the accuracy of these figures cannot be assessed. 


6.15 Now that some Action Plans are entering the final phase of 
implementation, our future monitoring of IMPAC will include an assessment of 
achievements. We believe that our ongoing review of the IMPAC process should 
be integrated into our departmental comprehensive audit cycle. Completed 
IMPAC projects could then be audited within the context of the comprehensive 
audit and the findings would indicate whether anticipated improvements have 
been achieved. 


6.16 In our review of the management of IMPAC by the Office of the 
Comptroller General, we noted that there have been revisions and improvements 
to the IMPAC management process since our 1981 review. 


6.17 We observed that five of the seven Plans under revision had com- 
menced revisions within a year of their implementation. In attempting to review 
the endorsement process for these Plans, limited evidence was found supporting 
this process. In several departments, unendorsed revised Plans existed for up to 
two years. The OCG Policy and Procedures Manual now calls for a qualitative 
assessment of Action Plans against specified criteria prior to endorsement. 


6.18 We also found that there had been little attempt by the departments 
or the OCG to assess the results achieved by completed projects or to assess 
project and plan achievements in relation to plan objectives. 


6.19 The Implementation Assistance Program (IAP) Fund administered by 
the OCG now totals $21.9 million and 317 person-years. An evaluation of the IAP 
Fund is currently being undertaken at the request of the Comptroller General. 


6.20 The OCG has made significant effort during the past year to 
encourage departments to identify benefits and to obtain departmental commit- 
ment for achieving tangible benefits from the IMPAC process. The OCG has 
compiled, as of 31 May 1982, $10.6 million of recurring and $16.5 million of non- 
recurring benefits already realized, and deputy heads in departments and agencies 
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have formally committed themselves to another $122.9 million of recurring, and 
$15.5 million of non-recurring, potential benefits. To date departments, with the 
observed exception of the Unemployment Insurance benefit system of the Canada 
Employment and Immigration Commission, have not set up a process to monitor 
the achievement of realized benefits. 


6.21 The OCG is scheduled to conduct a formal evaluation of the IMPAC 
program in 1984. Such an evaluation should provide an assessment of the 
achievements of the IMPAC program. 


6.22 The Public Accounts Committee expressed the concern that IMPAC 
was developing into an ongoing process. 


6.23 While acknowledging that management improvement in government is 
an ongoing responsibility of both government departments and central agencies, 
we believe that a contribution to that end is being made by the existence of the 
IMPAC process. Recognition must be given to the progress achieved by 
departments in the pursuit of improved management practices and controls. 
However, progress in individual departments has varied considerably, and costs 
are escalating. IMPAC's original intent was to identify significant management 
weaknesses in departments and agencies and to implement remedial actions within 
planned project time frames and estimated costs. As it gathers momentum, it is 
becoming the means by which many other changes are and can be introduced into 
departments and agencies. This in itself is not necessarily inappropriate; 
however, if the original intent and approach to IMPAC are changing, such changes 
should be clearly stated and communicated to the PAC. 
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1982 IMPAC Review - Detailed Report 
Scope 
6.24 Our 1982 monitoring of IMPAC addressed: 


- the policies and procedures used by the Office of the 
Comptroller General in directing and monitoring IMPAC; 


- the 25 endorsed Action Plans with respect to the framework and 
approach for implementing improvements in management 
practices, the contents of the Action Plans, and the implementa- 
tion and progress of the Action Plans as of 31 May 1982. Five 
Action Plans were in departments subject to comprehensive 
audits in 1982; 


- the identified costs and benefits of IMPAC to 31 March 1982; 


~ the concerns raised by the Public Accounts Committee during 
the review of the 1981 IMPAC chapter, including the ongoing 
nature of IMPAC, its success in achieving its objective, and costs 
versus benefits derived; and 


- the follow-up of observations and recommendations made in our 
1980 and 1981 IMPAC reviews. 


Office of the Comptroller General - Management of IMPAC 


6.25 Scope. The Office of the Comptroller General, and specifically the 
Management Practices Branch, has prime responsibility for overall direction, 
monitoring and control of IMPAC. Assistance is provided by the Policy Develop- 
ment Branch, responsible for Internal Audit, and by the Program Evaluation 
Branch. Our review focused on the IMPAC Policies and Procedures Manual 
published by the Office of the Comptroller General and the practices followed by 
the Management Practices Branch in implementing these policies and procedures. 
We interviewed Liaison Officers in the Management Practices Branch and 
reviewed their working papers. We also reviewed OCG central files and cross- 
referenced OCG departmental status reports to departmental activities. 


6.26 Our 1981 report commented on the need to improve the maintenance 
of departmental status reports, to establish departmental guidelines for reporting 
costs and benefits, and to provide for formal evaluation of completed IMPAC 
projects. We also noted in 1981 that there had been significant slippage in holding 
departmental anniversary reviews of IMPAC activities. 


6.27 Observations. This year, we found that the OCG monitoring and 
control processes have been further refined and documented. There has also been 
a reduction in the slippage in meeting anniversary review dates. Status reporting 
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is now done against a quarterly departmental work plan with specified objectives. 
However, in reviewing the contents of the reports, we found they did not provide 
sufficient information to enable the progress of departmental plans to be 
monitored adequately. 


6.28 For the period under review, OCG guidelines for reporting costs and 
benefits had not been issued, nor had processes been established for evaluating 
completed IMPAC projects. However, development of such guidelines was in 
process at the time of our review. 


6.29 We found that procedures for managing the Implementation Assistance 
Program funds were satisfactory. An evaluation of the Implementation Assis- 
tance Program is currently being undertaken at the request of the Comptroller 
General. 


6.30 Continuity of involved staff and management is an essential factor in 
managing change and can have a significant effect on the success of the 
initiative. We are concerned that the rate of turnover of those involved with 
IMPAC will have a negative impact on maintaining the momentum for change. 


6.51 We observed that, to encourage the progress of IMPAC, Action Plans 
have sometimes been endorsed and their implementation begun even though there 
were concerns expressed by the OCG as to the adequacy of the Plans. The OCG 
Policies and Procedures Manual now calls for a qualitative assessment of Action 
Plans against specified criteria prior to endorsement. Of seven Plans being 
revised, five of those revisions had begun within one year of the start of 
implementation, and several departments had unendorsed revised plans for up to 
two years. 


6.352 The Policies and Procedures Manual calls for Liaison Officers to 
validate completed projects with respect to their adequacy and quality; there has 
been limited attempt to do so. The OCG claims a lack of resources to undertake 
this kind of analysis and assessment. In addition, the OCG advocates self- 
evaluation, which should be the responsibility of internal audit divisions in 
departments. Given the extent of the departmental resource commitment to 
IMPAC, it is essential that prompt and objective information be available on the 
degree of success of the project in remedying identified problems and on its 
appropriateness for this purpose. Without this kind of feedback, there may be 
difficulty in improving future plans or assuring appropriate accountability. 


6.33 In 1981 we commented on the need for evaluating the success of 
IMPAC as a whole. The Comptroller General reported to the Public Accounts 
Committee in 1982 that he is scheduled to conduct a formal evaluation of the 


IMPAC program in 1984. Such an evaluation should provide an assessment of the 
achievements of the IMPAC program. 
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IMPAC Framework for Change 


6.34 A major factor in the successful implementation of change is the 
existence of an adequate framework for change that reflects the motivation of 
participants and management commitment to the process. To determine the 
adequacy of the IMPAC framework, we reviewed the structures and processes 
established within each department for implementing IMPAC, focusing on organi- 
zational structures, management involvement in the process, resource commit- 
ment, and senior management's department-wide communications. 


6555 The extended time periods of many of the Action Plans have demanded 
a prolonged commitment from departmental management in a dynamic environ- 
ment of organizational change, revised central agency policies such as PEMS, and 
senior management mobility. We observed a broad range of responses to these 
conditions among the 25 organizations we reviewed. In departments where a 
strong framework for change has been evident, the momentum of Action Plan 
implementation has been maintained; for example, to name only four: Agriculture 
Canada, Correctional Services, Secretary of State, and DSS-Services. However, 
in those departments where the framework for change has been weak or 
inconsistent -- for example, in Energy, Mines and Resources, the RCMP, and 
National Health and Welfare -- Action Plans have faltered. 


6.56 In National Health and Welfare, changes in senior management 
resulted in inconsistent support for the framework for change. Recent reinforce- 
ment of the framework has led to increased momentum. 


6.37 In the case of the RCMP, an inadequate framework led to an impasse 
in the development of a revised Action Plan that lasted for in excess of a year. 
Remedial action has been taken by the Department and, in September 1982, a 
revised Plan was agreed on. 


6.38 Similarly, at Energy, Mines and Resources, a lack of sustained 
management commitment to IMPAC, together with an Action Plan that did not 
keep pace with changing management requirements resulted in a lack of progress 
in implementing certain important phases of the Plan. Limited progress has been 
made in implementing the Plan in the Energy Sector of the Department. 


Contents of IMPAC Action Plans 


6.39 Response to previous audit observations. We examined the endorsed 
Actions Plans to determine whether they had responded to our previous audit 
observations and recommendations. For each of the IMPAC entities, we compiled 
our observations and recommendations for the period 1975 to 1981, or from the 
most recent comprehensive audit. Those observations and recommendations that, 
in our opinion, had not otherwise been addressed were identified and compared to 
projects contained in the Action Plans. 
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6.40 The major outstanding audit observations in the departments reviewed 
had been addressed, either in the Action Plans or through departmental initiatives 
outside the IMPAC process. Departments where comprehensive audits had taken 
place after IMPAC Surveys are currently revising their Plans to include compre- 
hensive audit observations and recommendations. Examples of these entities are 
the RCMP, National Museums, and Correctional Services. 


6.41 With respect to our audit observations from previous IMPAC reviews, 
we noted the following: 


- In 1980 and 1981, we reported on the preparation of a workplan 
for improvements to the Unemployment Insurance benefits 
system of Canada Employment and Immigration Commission in 
regard to overpayments and underpayments. Implementation of 
this plan has begun and as of the date of the review was 35 per 
cent complete. 


- In addition, we have reported in previous years on the exclusion 
of related Boards and Commissions from the IMPAC Survey of 
departments. In our review this year, we noted that the 
Department of Transport - Surface Administration, which 
accounts for over 50 per cent of Department of Transport 
expenditures, was not included by the OCG in the 1979 IMPAC 
Survey of that Department. The comprehensive audit report on 
this program is found in Chapter 13 and the findings indicate 
that very significant improvements in management practices are 
needed in Surface Administration. 


6.42 Action Plans covered by comprehensive audits. In 1982, comprehen- 
sive audits were conducted in certain sectors in 5 of the 25 organizations whose 
Action Plans were included in our audit (Transport Canada; National Health and 
Welfare; Energy, Mines and Resources; Agriculture; and Canada Employment and 
Immigration Commission). The Action Plans of these entities were reviewed 
beyond the scope of the other 20 to include: 


- IMPAC attention to underlying causes; 
- priorities in the IMPAC Plan; 
- completion time of IMPAC tasks; and 
- interim requirements. 
It should be noted that, at the time of the review, the Action Plans of National 


Health and Welfare and of Energy, Mines and Resources were under revision and 


had not been approved by the OCG. Our review therefore considered activities 
carried out under the original Plans. 
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6.43 It has been difficult to assess individual Action Plans in terms of their 
attention to specific underlying causes. Where information was available, we can 
state that the IMPAC activities addressed broad areas of concern. 


6.44 We could find no documentation or criteria statements indicating how 
priorities within Action Plans were set. We were therefore unable to assess the 
adequacy of the process. 


6.45 Our previous observations have indicated that the estimating of 
completion time for IMPAC tasks has not been given adequate consideration. 
Unrealistic timeframes, which inevitably lead to slippage, can have a negative 
impact on maintaining the momentum for change. As experience with the IMPAC 
process is gained, we would expect to see improvements in estimating the time 
required to complete specific projects. In many of the Action Plans we reviewed, 
improvements have not been reflected, and slippage continues to be of concern. 


6.46 In National Health and Welfare, specific interim measures were under- 
taken to span the period of plan revision. In the remaining four departments no 
interim measures were considered necessary by the departments or the OCG. 


IMPAC Implementation Process 


6.47 Progress against milestones. We reviewed the progress as of 31 May 
1982 of the 25 departments in implementing their Action Plans against the 
milestones stated in the Plans. 


6.48 Three departmental Action Plans -- Post Office, Department of 
Regional and Economic Expansion, and Industry, Trade and Commerce -- have had 
their implementation curtailed by major government reorganizations. Three 
Action Plans were at the point of sign-off. There were varying degrees of 
slippage in the remaining 19 organizations, ranging from not significant in 6 
departments to significant in 9 departments. Three Plans had made satisfactory 
progress. In one case, Canadian Transport Commission, progress could not be 
accurately assessed because there were no milestones, or project start and finish 
dates in the Plan. Slippage was occurring in the areas of financial and 
management information systems in 8 of 22 departments. 


6.49 Departmental officials cited the following reasons for slippage: 


- inadequate original Action Plans; 


- changes in central agency policies (PEMS, revised Estimates, 
etc.); 


- systems design problems; 
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- reorganizations and senior management changes; and 


- lack of qualified departmental personnel. 


6.50 In 1980 and again in 1981, we expressed concerns that the Energy 
Sector activities of the Energy, Mines and Resources Action Plan were not on 
schedule. Our review this year confirmed that the revised Action Plan developed 
in March 1981 has not yet been approved, and overall progress in our opinion is a 
matter of concern. 


6.51 We believe that, notwithstanding the complexity and difficulty of 
IMPAC, continued significant slippage can undermine the credibility of the 
process. Continued time extensions and revisions to plans can obscure original 
objectives, result in escalating costs, and push the realization of any benefits 
further down the road. 


6.52 On a more positive note, several areas that have shown overall 
progress are the establishing of strategic planning processes, internal audit 
functions and program evaluation functions. 


6.53 Achievements have been made by Canada Employment and Immigra- 
tion Commission, Department of Supply and Services-Supply, and National 
Revenue - Taxation in bringing their Plans to a sign-off point with the OCG with 
minimal extensions to the original planned completion dates. This has, in some 
instances, involved turning some major uncompleted tasks into ongoing projects 
outside the Plan. In the case of National Revenue -Taxation, the OCG has written 
a "letter of disengagement" to the Department, which endorses the continuation 
of a major section of the Plan outside the IMPAC process and acknowledges 
satisfactory progress to date. 


6.54 Generally, we have observed that senior management is increasingly 
concerned with improving management practices and controls, even in depart- 
ments where measurable progress has fallen behind. Although it is difficult to 
measure this kind of progress against tangible milestones, it must be acknowl- 
edged as an achievement of IMPAC. 


6.55 Project management. The departments reviewed had formal Action 
Plan documents which stated project objectives, indicated responsibilities and the 
acceptance of these responsibilities, contained resource requirements that were 


costed and scheduled, and, with the exception of CTC, recorded progress 
milestones and completion dates. 


6.56 We reported in 1981 that there was a need to monitor costs and 
benefits and review completed projects in terms of achieving stated objectives, as 
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requested of departments by the OCG. Although progress has been made in 
monitoring costs and identifying benefits, little attempt has been made to review 
completed projects. 


Costs and Benefits 


6.57 Departmental estimates of the committed costs of IMPAC, covering 
the 25 departments with approved Action Plans as of 31 March 1982, were $225 
million and involved some 3,500 person-years. Departmental cost estimates, 
however, are not compiled in a uniform manner, and the accuracy of the resulting 
figures cannot be assessed. The OCG Management Practices Branch has provided 
$21.9 million and 317 person-years through the Implementation Assistance 
Program. The Management Practices Branch has an estimated annual administra- 
tive cost of $1.5 million. 


6.58 At least nine departments had revised their estimated costs upward 
from their original estimates. This has been caused by a number of factors, 
including expanded plans, inaccurate initial costing, and lack of availability of 
internal resources. For these nine departments, this represents in total an 
indicated cost increase from $96 million to $134 million and a person-year 
increase from 924 to 1,356. 


6.59 In 1980 and 1981 we made observations regarding the identification of 
benefits from IMPAC. The Office of the Comptroller General has encouraged 
departments to identify and commit themselves to achieving tangible benefits 
from IMPAC. The OCG has compiled, as of 31 May 1982, $10.6 million of 
recurring and $16.5 million of non-recurring benefits already realized, and deputy 
ministers in departments and agencies have formally committed themselves to 
another $122.9 million of recurring, and $15.5 million of non-recurring, potential 
benefits. To date departments, with the observed exception of the Unemployment 
Insurance benefit system of the Canada Employment and Immigration 
Commission, have not set up a process to monitor the achievement of benefits. 


Public Accounts Committee Concerns 


6.60 In accordance with the main concerns raised by the Public Accounts 
Committee during the hearings on the 1981 IMPAC Report, we have addressed the 
ongoing nature of IMPAC, the success of IMPAC in achieving its objectives, and 
the cost of IMPAC versus the benefits derived. 


6.61 IMPAC's original intent was to identify significant management 
weaknesses in departments and agencies and to implement remedial actions within 
planned project time frames and estimated costs. As it gathers momentum, it is 
becoming the means by which many other changes are and can be introduced into 
departments and agencies. This in itself is not necessarily inappropriate; 
however, if the original intent and approach to IMPAC are changing, such changes 
should be clearly stated and communicated to the PAC. 
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6.62 This year, several departments have come to the completion dates of 
their Action Plans with a number of uncompleted tasks. These tasks are either 
being rolled over into a new Plan or continued as projects outside the Plan. In 
addition, ongoing Plans are being revised and expanded to accommodate new 
initiatives, including PEMS, recent comprehensive audit observations from this 
Office, and the findings of commissions and boards. As Plans are revised, time 
frames are expanded and costs escalate. There has, however, been limited 
attempt to assess the quality of completed projects or Plans or their effectiveness 
in meeting stated objectives. 


6.63 To date, there has not been an opportunity to assess the effectiveness 
of IMPAC in achieving its objectives. Management improvement is an ongoing 
responsibility of government departments and agencies. The contribution of 
IMPAC to that process should be assessed. In our opinion, the evaluation of 
IMPAC process scheduled for 1984 by the Comptroller General will be a 
significant factor in determining how well the process is influencing the planned 
improvements in management practices and controls in the federal government. 
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CANADA EMPLOYMENT AND IMMIGRATION COMMISSION -- 
IMMIGRATION PROGRAM 


SYNOPSIS 


Tek Immigration is one of the four programs administered by the Canada 
Employment and Immigration Commission (CEIC) in conjunction with the 
Department of Employment and Immigration. The Immigration and Demographic 
Policy Group, located at the National Headquarters of the Commission, provides 
functional direction to Immigration and Customs and Excise Officers throughout 
Canada on implementing the Immigration Program. The group does not, however, 
have any line authority over immigration officers, who report to CEIC's 10 
regional directors. 


7.2 The main immigration activities consist of recruiting and selecting 
immigrants, controlling the entry and stay of visitors to Canada, and providing 
settlement assistance to immigrants. Exhibit 7.1 shows the number of immigrants 
who entered Canada during each of the last five years. 


7.) For selection purposes, prospective immigrants are placed in one of 
three classes: members of the family class, independent immigrants, and 
refugees. 


7.4 The Immigration Program is characterized by the high degree of 
discretionary power granted to Immigration Officers under the Immigration Act. 
Because of the positive attitude demonstrated in its procedures for selecting 
immigrants and admitting visitors, Canada is looked on as one of the countries 
most accessible to foreigners. 


7.5 Studies prepared by the Commission raise questions about the ability 
of family class immigrants to adjust to their new surroundings. This situation 
could have repercussions on social programs and the labour market in Canada. 
Yet the Commission has carried out no evaluation of its selection process to 
determine whether it provides any assurance that these immigrants can become 
successfully established in Canada. 


7.6 The simplified selection process used for the family class contains 
loopholes and thus is open to abuse. Headquarters is aware of unlawful means 
used by prospective immigrants to gain entry to Canada. However, the 
Commission has not established an information and analysis system that would 
permit it to assess the extent of the problem and take the appropriate steps to 
curb abuses. 
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Exhibit 7.1 


CANADA EMPLOYMENT AND IMMIGRATION COMMISSION 


IMMIGRANTS, BY CALENDAR YEAR 1977-1981 
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Tf Although the Immigration Act states that immigrants must obtain 
visas before arriving in Canada, more than 10 per cent of immigrants submit their 
applications when they are already in Canada. The frequent use of the 
discretionary power to make exceptions and grant landed status to persons already 
in Canada is not adequately controlled and monitored by National Headquarters. 


7.8 There is a lack of control at ports of entry to Canada. The 
Commission does not ensure that admissions authorized by Immigration and 
Customs and Excise Officers at ports of entry are proper and appropriate. 


79 The Commission has not rationalized its efforts to find and remove 
from Canada those who contravene the Immigration Act. Control of persons who 
are in Canada illegally depends in large part on the work of investigators. 
However, Headquarters has not clearly defined the investigators' objectives. 


7.10 The Adjudication Directorate at Headquarters provides effective 
direction to adjudicators. 


711 Settlement assistance provided to immigrants in the form of contribu- 
tions and loans is not adequately controlled. Assistance to immigrants under the 
Adjustment Assistance Program, which involved expenditures of $70 million 
during the past three years, varies from one employment centre to another 
because the directives are unclear. 


7.12 The Commission's practices for recovering loans fail to take account 
of the 1978 Immigration Regulations, including the special provisions concerning 
repayment schedules that apply to refugees and immigrants in designated 
categories. During December 1981, the Commission received payments on only 
9,000 of the 34,000 loans outstanding. The Commission had lost contact with the 
recipients of 9,100 overdue loans (roughly 25 per cent of the total number of 
loans) amounting to $10.3 million; these loans were classified under "debtors to be 
traced”. 


7515 The Headquarters management system provides little assurance that 
the Immigration Program is implemented in accordance with the Immigration Act, 
Regulations and guidelines. Headquarters is thus unable to fulfil a significant part 
of its responsibility to provide functional direction. 
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Canada Employment and Immigration Commission 


Overview 
Employment and Immigration Canada 


jak In 1977, the Employment and Immigration Reorganization Act brought 
together the Department of Manpower and Immigration and the Unemployment 
Insurance Commission to form the Canada Employment and Immigration 
Commission and the Department of Employment and Immigration. The 
Commission is responsible for all employment, unemployment insurance and 
immigration programs, while the Department's objective is to ensure that federal 
labour market and immigration policies and programs are developed and 
implemented. 


Tei The organization chart of Employment and Immigration Canada, 
presented in Exhibit 7.2, shows the structure of the Commission and the 
Department. The Headquarters of the Department and the Commission are 
located in Ottawa. The Department is composed of only two groups located at 
Headquarters: Strategic Policy and Planning, and Public Affairs. The 
Commission has seven groups at National Headquarters. Four are responsible for 
programs involving services to the public: Employment and Insurance, Benefit 
Programs, Labour Market Development, and Immigration and Demographic Policy. 
The other three provide professional, technical and administrative services 
relating to personnel, finance and administration, and computer systems. The 
implementation of the Commission's programs is delegated to ten regional offices, 
one in each province. 


7.16 The Commission has approximately 800 service points and 25,000 
employees. 
UW - This chapter deals only with the management of the Immigration 


Program. The other programs and support services of the Commission and the 
Department will be examined over the next two years. 


The Immigration Program 


7.18 Immigration in Canada is governed by the 1976 Immigration Act and 
by the 1978 Regulations, which deal with the admission to Canada of immigrants 
and visitors. The latter category includes students and temporary workers. 
Program activities are carried out in Canada and abroad. 


7.19 The purpose of Canada's immigration policy is to respond to our social, 
economic and demographic needs and to achieve humanitarian objectives through 
the resettlement of refugees. For selection purposes, there are three classes of 
immigrants: 


- the family class: immigrants sponsored by a close relative who 
is a permanent resident or citizen of Canada; 
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Exhibit 7.2 


EMPLOYMENT AND IMMIGRATION CANADA 


SUMMARY ORGANIZATION CHART - 31 MARCH 1982 
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~ independent immigrants: selected mainly with a view to their 
expected participation in the labour market; and 


- refugees and designated classes fleeing persecution or zones 
ravaged by war or natural catastrophes. 


Each class includes the immigrants selected and the dependants who come with 
them to Canada. 


7.20 The purpose of immigrant selection is to ensure that immigrants are 
able to establish themselves successfully in Canada, as required by the 
Immigration Act. The process should thus contribute to Canada's economic and 
cultural development. 


7.21 In 1981, Canada received 128,600 immigrants. Exhibit 7.3 provides a 
breakdown of this number by class and a comparison with the data for 1980. 


7.22 The Immigration Program has three main functions: selecting 
immigrants, students and temporary workers; monitoring foreigners who enter 
Canada and remain here; and helping immigrants settle into Canadian 
communities. 


LES, In its selection process, the Commission applies assessment criteria 
that are designed to be uniform for applicants from all the countries of the world. 
It regulates the entry of seasonal and other temporary workers and grants 
temporary entry to foreign students. 


7.24 The Commission is also responsible for facilitating and controlling the 
admission into Canada of immigrants and visitors and for applying to them any 
necessary law enforcement and control procedures. These measures include 
examination, arrest, detention, exclusion and deportation of visitors and 
immigrants whose presence in Canada could constitute a threat to the health, 
well-being or national security of Canadians. 


7.25 The Act includes provisions for assisting permanent residents who have 
recently arrived in Canada. The Commission helps them, through contributions 
and loans, to adapt to Canadian communities and to the Canadian way of life. 


7.26 For fiscal year 1980-81, CEIC appropriations for the Immigration 
Program totalled $129,045,000. The Immigration Program employs approximately 
2,200 people in Canada: 180 at National Headquarters and the rest in the 19 
regions. 
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Exhibit 7.3 


CANADA EMPLOYMENT AND IMMIGRATION COMMISSION 


SCHEDULE OF IMMIGRANTS BY CLASS 


1981 


128,600 immigrants 


FAMILY 
51,000 members 
39.6% 


INDEPENDENTS 
62,600 members 
48.7% 


REFUGEES 
15,000 members 
11.7% 


1980 


143,000 immigrants 


FAMILY 
51,000 members 
35.7% 


REFUGEES 
40,000 members 
28.0% 


INDEPENDENTS 
52,000 members 
36.3% 
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7.27 Immigration personnel are present at the 64 main ports of entry into 
Canada and in almost 50 cities at 108 Canada Immigration Centres (CICs). 
Outside Canada, immigration activities are handled by the Department of 
External Affairs. 


7.28 The Immigration Program is characterized by the large number of 
groups involved in its application. Exhibit 7.4 shows these main groups, together 
with their responsibilities and activities. 
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CANADA EMPLOYMENT AND IMMIGRATION COMMISSION 


RESPONSIBILITIES AND ACTIVITIES OF ORGANIZATIONS INVOLVED 


aes ion Commission 
Organizations Employment and Immigration 


Involved 


Customs and Excise 


External Affairs 
National Health and Welfare 
Royal Canadian Mounted Police 


Immigration 
In 
Canada 


e Immigrant selection abroad including 
health and security examinations 


e Visitors visas and permits 
e Control in Canada 


Primary Examination of immigrants 
and visitors * 


Implementation and enforcement of the Act 
Internal immigrant selection 

Admission of aliens to Canada (Secondary Examination) ** 
Settlement assistance 
Control of aliens in Canada 


Responsibilities/ 
Activities 


* Primary Examination: Examination of all persons who seek entry into Canada 
(visitors, immigrants, etc.) 


** Secondary Examination: Examination of immigrants and visitors who need 


authorization, including students and temporary 
workers 
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Audit Scope 


7.29 Our audit focused on an examination of the existing systems, 
mechanisms and structures of the Immigration Program and the application of the 
provisions of the Immigration Act. The purpose of this was to determine whether 
the Commission demonstrates due regard for economy and efficiency in the 
management of this program and whether it has systems for measuring its 
effectiveness in reaching immigration objectives. 


7.30 To this end, we examined the major components of the Immigration 
Program and the aspects that are crucial to its success. We therefore audited 
various organizational units of the CEIC, in view of their role in formulating 
guidelines and procedures; developing, implementing and monitoring immigration 
programs; and interpreting and administering the Act and Regulations. 


7.31 Two chapters of this Report deal with the Immigration Program: our 
observations on immigration activities in Canada are the subject of this chapter, 
and our observations on activities abroad are included in Chapter 14, Foreign 
Operations. 


7.32 The planning, control and management information systems, as well as 
such support services as finance and administration, personnel and national 
computer services, serve the whole of the Commission. They were excluded from 
this comprehensive audit and will be examined during the audit of the other 
components and activities of the Commission and the Department. 


Observations and Recommendations 
Operations 


7.33 Exhibit 7.5 shows the relationships between the various Headquarters 
branches and the officers responsible for implementing the Immigration Program. 
Immigration Officers are under the line authority of CEIC regional directors; they 
do not report to the Executive Director of the Immigration and Demographic 
Policy Group. 


7.34 The relationship between management of the Immigration Program at 
National Headquarters and the officers who implement the Immigration Program 
is one of functional direction. This form of organization makes a functional 
manager responsible for developing guidelines and prescribing the procedures and 
work methods to be used by employees under someone else's line authority. Such 
an arrangement is usually designed to standardize the decisions made and 
procedures used. 
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Exhibit 7.5 


uojei1btwwy-siaz1enbpesy4 uvonesbmwy - ucibay FeoidA, 


JUaW2T339S 
10}981IG 


suotbai {Je Ul JON 1991$JO 


uotqyesBIwWWy] 
UOTJBOIUNWWOS BUI) 


[4 
uoIqoedIp JeuoTZIUN 4 
quewadIoJUy rostAradns 
10}98IIGQ 
a 
uoT}DaTaS \ 
pue x saBbeuew;w 
quawyiInisay | 


J0}IALIG 


/ 


7 uolJeUuIpIO-07) / 
wei1bold yJOJEIISIUIWPY 


pue salqiWwold y911981G 


JO}IaIIG 


MAIAByY BseD 
pue 
saiInpaa01d 
yeuoesedoO 
10}9311Q 


U01993T38S UOIJBUIPIO-0F 

pue weiboig uoesb1ww] 
quawjInI938y pue Sai}Old yeisuasy 
yesauas) jeiauasy 1039911 
10}9e1IG 10j3a1IQ 


uoesIpn(py 4UuawW3ay34aS quawedi0juy 
je1suey yeiauar) yeiauesy 
10}9311Q 103991IQ 1039311Q 


Aaijog atydesboweq 
pue uorzesbiwwy] 


uotbay 
(@A1INDex3) 
10}9911G 


10}D381IG BATINIOXA 


(Mal, DIVBWAYIS) 


quaptsaid-301, 


NOLLWIINNWWOD SN GNV NOLLDSHYIG TWNOLLONNS 
yuapIseid 
WVYD0Yd NOLLVYDINWI 


184 


Canada Employment and Immigration Commission 


Veo) We examined the functional direction exercised by Headquarters over 
the major activities of the Immigration Program: recruitment and selection, 
enforcement, adjudication and settlement. 


Recruitment and Selection 


7.36 Our audit of this component of the program focused on the guidelines, 
procedures and controls related to the selection of members of the family class, 
the "granting of landing" to applicants already in Canada and the issue of 
Minister's permits. 


G57 The family class. The family class has accounted for approximately 40 
per cent of the total flow of immigrants to Canada in recent years. According to 
an internal Commission report, a significant portion of the movement in the 
family class does not correspond to the generally accepted definition of the 
family reunification principle. This class, as defined in the Regulations, includes 
many people who are not dependent on their sponsors and who establish separate 
households as soon as they arrive in Canada. 


7.38 The Regulations state that members of the family class shall be 
selected on the basis of the following criteria: the undertaking of a sponsor, who 
must be either a permanent resident or a Canadian citizen; the applicant's state 
of health; and national and public security. 


7.39 Recent studies conducted by the Immigration and Demographic Policy 
Group and by the Strategic Policy and Planning Division on the socio-economic 
characteristics of immigrants have shown that members of the family class are 
not well prepared to participate in the Canadian labour market. Although at least 
a third of the immigrants in the family class say that they want to work when 
they arrive in Canada, the Commission's studies indicate that the proportion who 
actually enter the labour force is even higher. However, there are generally no 
jobs waiting for them, and they have less training, work experience and knowledge 
of the official languages than immigrants in other classes. They often belong to 
occupational groups whose skills are in low demand in Canada and to age groups 
where the rate of unemployment is high. These studies raise questions about the 
ability of a significant proportion of the members of the family class to adapt to 
life in Canada; this could have repercussions on social programs and on the labour 
market. 


7.40 The Commission has not conducted studies to determine whether the 
selection criteria used for these immigrants and their sponsors provide any 
assurance that the immigrants will be able to become successfully established in 
Canada, as required by section 115(1) c of the Act. Nor do the Regulations define 
the expression "successfully established in Canada". However, Immigration 
officials told us that they consider any immigrant not on social assistance or 
otherwise a burden on the state to be "successfully established". 
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7.41 The Commission should determine whether the selection criteria used 
for family class immigrants and their sponsors provide any assurance that these 
immigrants will be able to become successfully established in Canada. 


The Commission agrees that it should evaluate its selection systems as 
they relate to the three classes of immigrants being selected for entry 
into Canada, and agrees that studies in this area should be conducted 
on a regular basis. With specific regard to the family class, two such 
projects are under way which will be completed early in 1983. 


7.42 The selection process for members of the family class contains 
loopholes and thus lends itself to abuse, because the only specific criterion is the 
sponsor's undertaking to help the immigrant become successfully established in 
Canada. The process has been greatly simplified in order to promote the family 
reunification objective set out in the Act. Moreover, this class of immigrant is 
given priority in processing. 


7.43 This gives rise to cases where the selection system is circumvented. 
Immigrants who are not bona fide members of the family class can take advantage 
of various loopholes to obtain immigrant status and admission to Canada. 


7.44 Engagements and marriages of convenience, even pregnancies of 
convenience, unverifiable or dubious family relationships and false or altered 
documents are some of the methods used; the form they take varies with the year 
and the country of origin. Regional offices and posts abroad regularly inform 
Headquarters of the unlawful tactics used by applicants to get into Canada. Many 
of these ploys are designed to obtain landed status for young people about to enter 
the labour market. 


7.45 The phenomenon of "courier parents" is a common example of this. 
When parents obtain immigrant visas, dependent children under 21 are almost 
always granted immigrant visas as well. In addition, many dependents over the 
age of 21 are granted landing by Order in Council so that they can accompany the 
person who supports them to Canada. According to estimates by a major 
Immigration office abroad, approximately 50 per cent of parents with children 
around 21 years of age return to their country of origin as soon as or even before 
their children settle in Canada. Thus, a procedure designed to reunite families 
actually has the opposite effect. 


7.46 Because Headquarters does not systematically collect data on the 
nature of the abuses and loopholes that come to the attention of Immigration 
Officers, it can neither analyse nor assess the magnitude of the problem. 


However, every Immigration Centre (CIC) and post we visited during our audit 
reported such practices. 
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7.47 Without an information and analysis system, Headquarters cannot curb 
these practices. To do so, it would have to pass judgement on the intentions of 
applicants, and such judgements have often been challenged successfully before 
the Immigration Appeal Board and the courts. 


7.48 The Commission should implement a system for gathering information 
on the nature of abuses and loopholes in the system for selecting family class 
immigrants, analyse this information, and take the necessary measures to close 
loopholes and curb abuses. 


The Commission agrees with the recommendation. Information the 
Commission has been collecting will be organized in a systematic way, 
and regular analyses will be conducted and reported so _ that 
appropriate measures and corrective action may be taken where 
necessary. 


7.49 Applicants in Canada. The 1976 Immigration Act requires immigrants 
to obtain a visa before arriving at a port of entry. This general requirement was 
introduced because of the situation that existed shortly before the 1976 Act was 
passed. The 1974 Green Paper on Immigration stated that in 1972, "more than 
one-third of those admitted as immigrants had not undergone examination or 
selection before coming to Canada" and that "the effectiveness of the selection 
process abroad was undermined". 


7.50 More than 10 per cent of all immigrants are granted landing in Canada 
by Order in Council. They submit applications after being admitted to the 
country as visitors or on Minister's permits instead of waiting for their cases to be 
dealt with at Immigration offices abroad. 


7.51 Because the Commission's official position is that applications 
submitted in Canada are unacceptable, it has no procedure for processing them. 
However, guidelines give examples of cases where it would be appropriate for 
Immigration Officers to recommend that the Governor in Council grant landing to 
persons already in Canada. Immigration Officers thus have discretion to decide 
which cases should be examined for purposes of making such recommendations. 
Some regions or individual immigration centres have established internal proce- 
dures for reviewing these recommendations before sending them to Headquarters. 


71.92 In this way, since the Act came into force on 10 April 1978, some 
65,000 applicants from within Canada have obtained authorization to settle here. 
This figure does not include those who applied for authorization while they were 
still outside the country but did not obtain it until after they had arrived in 
Canada. 
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Je2o According to the Commission's figures, which are not complete, most 
of those who are granted landing in Canada are members of the family class; the 
65,000 figure also includes about 10,000 members of special movements of 
refugees and designated classes. 


7.54 Thus, a situation that was criticized in the Green Paper, and which the 
1976 Immigration Act was intended to remedy, has still not been resolved. 


eee We observed that Headquarters neither adequately nor systematically 
controls and monitors the use of this exceptional and discretionary power; it 
simply checks that the forms have been properly filled out and draws up 
alphabetical lists of the orders submitted to the Governor in Council. 


7.56 The Commission should ensure that the exceptional nature of the 
power to grant landing in Canada is preserved, controlled and monitored. 


The Commission agrees to improve control and follow-up in this area. 
National Headquarters will implement additional procedures in line 
with the Auditor General's recommendation. 


TT Minister's permits. The Minister's permit is an instrument for the 
discretionary granting of temporary status to a person who has violated the 
provisions of the Immigration Act or who is inadmissible to Canada for a specific 
reason. This discretionary power is delegated to the managers of Immigration 
Centres and visa offices abroad. 


7.58 Permits are issued to, among others, applicants who have not obtained 
visas, persons who have committed offences in other countries which, if 
committed in Canada, would be punishable under an Act of Parliament, visitors 
who appear at Immigration Centres after their visas have expired and persons who 
are ill and come to Canada for treatment. 


7.59 As shown in the accompanying graph, the use of Minister's permits has 
become more common over the years. 
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7.60 In addition, approximately 11,800 Minister's permits were renewed in 
1981, bringing to 26,300 the total of permits issued or renewed that year, 
according to Commission figures. 


7.61 More than 90 per cent of Minister's permits for people seeking entry to 
Canada are issued to members of a class designated as "other inadmissible 
persons" in the Report to Parliament on Minister's permits. Despite the size of 
this class, Headquarters has conducted no analysis of the grounds for issuing these 
permits or of the increase in their numbers. Nor does it exercise adequate control 
over their issuance. Moreover, fewer than 15 per cent of Minister's permits are 
issued to people covered by special programs for refugees and designated classes, 


7.62 National Headquarters should establish systems for monitoring and 
analysing data on the issue and renewal of Minister's permits. 


The Commission agrees with the recommendation of the Auditor 
General. A revised system of coding will be introduced to provide 
more detailed information as to the recipients of such permits for 
information and monitoring purposes. 
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Enforcement 


7.63 In Canada, this component of the program deals with the admission 
and monitoring, inside the country, of immigrants and visitors, a class which also 
includes temporary workers and students. 


7.64 Our audit covered the management of the following activities: 
primary examination, secondary examination, intelligence, investigations, arrests 
and detentions. 


7.65 Primary examination. Since 1964, Customs and Excise Canada has 
examined all those seeking to enter Canada. Customs and Excise Officers thus 
act on behalf of the Employment and Immigration Commission in carrying out the 
primary examination of visitors and immigrants. They refer immigrants, certain 
visitors, including those who require authorizations, such as students and tempo- 
rary workers, to Immigration Officers for a secondary examination. 


7.66 Although Customs and Excise Officers have been carrying out this 
delegated activity for more than 18 years, the Commission and Customs and 
Excise Canada have not yet established clearly and formally their respective roles 
and responsibilities or determined who is accountable for such primary examina- 
tions. Negotiations to this effect began in February 1980 and were still going on 
at the time of our audit. 


7.67 Some commission managers have expressed concern on several 
occasions about the reliability of primary examinations. Immigration centres at 
certain ports of entry have compiled lists of the most flagrant errors that have 
been brought to their attention: immigrants being admitted without having been 
through the secondary examination, unauthorized temporary workers, visitors 
without valid documents for entering Canada or returning to their countries of 
residence. 


7.68 Our audit revealed that the Commission has no mechanism for 
ensuring that admissions authorized by Customs and Excise Officers are proper 
and appropriate. This deficiency is particularly significant because a person who 
has been through the primary examination is recognized as having been admitted 
to Canada. Even if an error is detected immediately after the examination, the 
person must be dealt with according to the rules applicable to inland control, 
which are much more complex and onerous, because the burden of proof shifts 
from the person arriving in Canada to the Commission. 


7.69 The Commission has conducted a number of studies designed to 
measure the effectiveness of the primary examination at major Canadian airports. 
These studies showed that the primary examination was not an effective means of 
determining who should be referred for a secondary examination. However, they 
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could not determine what changes would make the process more effective. They 
revealed that procedures at the various ports of entry never varied, making it 
easy for those wishing to do so to enter Canada fraudulently. 


7.70 No follow-up action has been taken on these studies; their recom- 
mendations aimed at improving control at ports of entry have not been 
implemented because Immigration managers did not feel the studies were 
conclusive. 


7.71 We noted that, at several ports of entry, persons sent for a secondary 
examination were not kept under surveillance owing to operational procedures or 
the layout of the facilities. In particular, at some of the most important land 
entry ports, those referred for secondary examinations must drive to an area some 
distance from the primary examination booth. During peak periods, it is not 
always possible to ensure that they stop and report to the Immigration office. 


Ud 4 Two lists indicate to the Customs and Excise Officers which arrivals 
should be sent for secondary examination. The first list sets out categories of 
persons who must automatically report to the Immigration Officers; the second, 
on microfiche, gives the names of inadmissible persons. Contrary to established 
procedure, and although the list of names on microfiche is regularly amended and 
updated, the Customs Officers seldom consult it because of the inconvenience of 
using the microfiche reader. 


7.73 The errors detected through effectiveness studies and by Canada 
Immigration Centres relate to the first list. There were instances of persons 
required to report for the secondary examination who were not told to do so, and 
thus were admitted without a thorough examination or without the necessary 
authorizations, while others who were obviously admissible were sent for a 
secondary examination. 


7.74 The effectiveness of the primary examination, therefore, depends 
primarily on the ability of the Customs and Excise examining officers. The 
majority of these are not specialists in primary examinations because they are 
frequently rotated among a number of functions. 


7.75 The Commission has introduced some training for Customs and Excise 
Officers. However, we noted that not enough officers have been given this 
training; consequently, Customs and Excise Officers are not always appropriately 
prepared to carry out the Immigration aspect of their responsibilities. 


7.16 The Commission and Customs and Excise should without delay enter 
into an agreement defining clearly their respective roles and responsibilities 
concerning the primary immigration examination. 
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TT The Commission should, in co-operation with Customs and Excise, try 
to improve the effectiveness of the primary examination through: 


- better use of methods for detecting inadmissible persons; 


- closer surveillance of persons who are to report for the 
secondary examination; and 


- training for every officer assigned to the primary examination. 


The Commission agrees that the agreement with Customs and Excise 
should be concluded, and steps are under way to achieve this objective 
as soon as possible. 


It is agreed that the Commission should continue to work toward 
ensuring that Customs and Excise provides training to all officers 
performing the Immigration primary examination function at ports of 
entry. There are currently three methods of training -- self- 
instruction manuals, classroom training and rotational training -- at 
the Customs and Excise College in Rigaud, Quebec. The Commission 
also agrees that immediate steps should be taken to improve the 
effectiveness of primary examinations and will further explore this 
area to meet this objective. 


7.78 Secondary examination. Each year, at the principal ports of entry, the 
Immigration Officers receive approximately 2,300,000 immigrants, visitors 
requiring authorizations and doubtful cases for secondary examination. 


TAD Admissions authorized by examining officers cannot be appealed, and 
few such decisions are documented. However, unfavourable decisions are subject 
to a review process comprising numerous stages designed to ensure that no one is 
arbitrarily or unnecessarily denied the right to enter Canada. Because of the 
requirements of the review process, the examining officer, in effect, must prove 
that those he is refusing to admit are not admissible to Canada, even though, 
under the Act, the onus of proof is on the person seeking admission. 


7.80 A refusal of admission is immediately reviewed by a Senior 
Immigration Officer, who orders an inquiry before an adjudicator if he believes 
that the decision was proper and the person in question does not leave the country 
voluntarily. A Senior Immigration Officer may review the case again at any time, 
even if an inquiry has been ordered. If an inquiry is held, the adjudicator decides 
whether the person concerned should be admitted or removed. In certain cases, 
this decision can be appealed to the courts. 


7.81 As in the case of primary examinations, National Headquarters thus 
has no control mechanism for ensuring that the admissions authorized by 
examining officers following the secondary examination are proper and 
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appropriate. It therefore cannot account for them. Headquarters maintains that 
it need not establish such controls because it is up to line managers to exercise 
them. It also claims that few people seek to enter Canada illegally, and those 
who succeed in doing so will eventually be caught through various filters in 
Canadian society, such as police forces. 


7.82 National Headquarters should establish mechanisms for controlling, by 
test checks or other means, the appropriateness of admissions authorized at the 
secondary examination stage. These mechanisms should not, however, create 
additional documentation. 


The Commission agrees to further explore mechanisms to evaluate the 
relevance of the cases authorized at secondary examination. The 
principal means by which effectiveness of the ports of entry system 
can be evaluated is by analysing the nature of the enforcement cases 
surfaced by the various filters in place through which illegals are 
identified, such as local law enforcement agencies and the RCMP. 


7.83 The Commission has established a computerized data bank containing 
information on immigrants and visitors, to which most major Immigration Centres 
in the country have direct access. Although not all CICs are equipped with 
terminals, and even those that are do not always have a sufficient number of 
them, this system has made it possible to improve greatly the information 
available to the officers and, consequently, the quality of their decisions. The 
Commission plans to make this data bank interactive by September 1984, thereby 
further improving its usefulness. 


7.84 Intelligence network. The Commission maintains a network of 
immigration intelligence officers. These officers are located in the regions and 
act under the authority of the regional director of immigration. Their role 
includes gathering and analysing information on immigration, as well as providing 
liaison with other intelligence agencies and police forces. 


7.85 In principle, the work of the officers should make it possible to control 
questionable and fraudulent immigration activities. We noted that the network 
was accumulating a large amount of information. On the other hand, since this 
information is not being used systematically for purposes of immigration control, 
management does not have analyses and forecasts of questionable and fraudulent 
activities that would enable it to take the appropriate action, and the efforts 
being made to detect and break up illegal immigration networks are proving 
insufficient. 


7.86 Last year, National Headquarters and certain of the regions took steps 
to rectify this situation; significant progress has been made in this regard. 


199 


Canada Employment and Immigration Commission 


7.87 Immigration Program management should ensure that the intelligence 
network is helping to control questionable and fraudulent immigration activities, 
in particular through systematic analysis and use of the information gathered. 


The Commission agrees to continue to improve the collection and 
analysis of intelligence information as part of its ongoing improve- 
ments to its enforcement program. 


7.88 Investigations, arrests and detentions. In 1981, Immigration Officers 
conducted 70,064 investigations and made 2,857 arrests. They escorted 1,642 
persons to ports of entry or even, in a few cases, to their countries of destination. 
Although National Headquarters receives reports on most detentions, it does not 
know how many people in all were detained in the various regions or the total 
number of detention days. 


7.89 Although under the Immigration Act all Immigration Officers have the 
powers of a peace officer, including authority to arrest without a warrant, it is 
mainly investigators who are called on to make such arrests. 


7.90 Our audit revealed that investigative activities were organized at the 
local level by regional offices and the CICs. There are consequently major 
differences in objectives, work methods and selection and training of 
investigators. 


7.91 In several CICs, the investigators deal almost exclusively with 
contraventions that are brought to their attention; they initiate very few or no 
investigations aimed at uncovering such violations. Elsewhere, they initiate 
investigations and take part in raids on premises where persons alleged to be in 
Canada illegally may be working or residing. 


UE y2 National Headquarters does not communicate clearly to investigators 
what it expects of them. It has not formulated clear and specific objectives for 
the investigation function and does not monitor it. It does not ensure that the 
investigators receive appropriate training to enable them to apply the law 
uniformly and to prepare them to face the dangerous or sensitive situations in 
which they are likely to find themselves. According to National Headquarters, 
the Immigration Act does not require the Commission to play an active role in 
detection and prevention, and police forces, particularly the RCMP, have a clear 
mandate to enforce the laws of Parliament, including the Immigration Act. 


7.93 Certain regions have begun to develop more specific policies to 
compensate for the lack of clear direction from National Headquarters. There is 
a risk that these initiatives will increase the discrepancies among the regions and 
lead to a duplication of effort. 
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7.94 National Headquarters should: 


- specify the objectives and roles of investigators within the 
Immigration Program; and 


~ provide work instruments and training and development for 
investigators and, where necessary, advice and_ technical 
information on work methods and the interpretation of guidelines 
and procedures. 


The Commission agrees to review the objectives and roles of 
investigators within the Immigration Program. A National Training 
Program has been developed for investigators over the past year and a 
half and is currently being implemented. 


Adjudication 


7.95 The Adjudication Directorate, unlike the other National Headquarters 
directorates, exercises complete line authority. It has authority over all 
immigration adjudicators in Canada. 


7.96 This particular form of organization results from the desire of 
National Headquarters to give adjudicators a special status within the Program to 
ensure that adjudicators who will be deciding cases remain independent from the 
officers who refer the cases to them. 


7.97 There are approximately 75 adjudicators located in 18 Canadian cities. 
They preside over immigration inquiries held to determine the admissibility of 
persons refused entry by examining officers and the legality of the status of those 
who have allegedly violated the Immigration Act. In addition, adjudicators 
conduct periodic hearings to decide whether an individual should be held in 
detention pending determination of his or her status or departure from Canada. 


7.98 Under the Act, adjudicators must impose the appropriate penalty -- 
either removal, departure notice or deportation -- if they find that the person in 
question is inadmissible or that his status is illegal. All these sanctions require 
that the person concerned leave the country. 


T299 Owing to the severity of the Act in this regard, National Headquarters 
wanted to ensure that the decisions of adjudicators across Canada were highly 
uniform and complied strictly with the requirements of the Act. 


7.100 Our audit revealed that the adjudicators have supervisors to whom 
they can turn for assistance with complex cases and who systematically review a 
selection of their decisions. They have clear procedures set out for them and are 
quickly notified of any precedents created by the appellate courts. 
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7.101 We found that the Adjudication Directorate at Headquarters was 
providing effective direction to adjudicators. 


Settlement 


7.102 The objective of the Settlement Program component is to help 
immigrants settle and adjust, so that they may become full participants in 
Canadian society as soon as possible. Our audit dealt with two aspects of 
settlement: adjustment assistance and loans to immigrants. 


7.103 Adjustment assistance. The purpose of this activity is to provide the 
essentials for needy new immigrants until they can provide for themselves. The 
assistance given is usually the equivalent of current social welfare rates in the 
province of residence. 


7.104 Recent movements of refugees and persons belonging to designated 
classes sponsored by the federal government have led to a rapid increase in the 
size of the Adjustment Assistance Program. 


7.105 Under this program, the Commission has made the following 
contributions: 


Fiscal year Contribution 
(thousands of dollars) 
LOTS =1979 uy VAAN 
1979-1980 TG; 6 il 
1980-1981 D2 006 
1981-1982 2.209 
7.106 The Settlement Branch is responsible for the program and the budget 


allocated; it determines the guidelines for the program and has its terms and 
conditions approved by Treasury Board. The employment and insurance sector is 
responsible for implementation of the program and for payments to recipients. 
Our audit indicated that the Commission's guidelines and procedures were not 
clear or complete enough to ensure uniform implementation of the program. For 
example, depending on their interpretation of the guidelines, some Employment 
Centres would give loans to immigrants, while under the same circumstances 
other Employment Centres would give them contributions. 


7.107 The Settlement Branch, in co-operation with the managers and 
officers of the employment and insurance sector, should clarify and complete the 
Adjustment Assistance Program guidelines and procedures. 
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The Commission agrees with the recommendation. The National 
Adjustment Assistance guidelines are under continual revision, in 
consultation with the regions, to improve their clarity and to respond 
to changing requirements. 


7.108 Because of the division of responsibility between the immigration 
sector and the employment and insurance sector, management of this program is 
complicated and requires elaborate control systems. 


7.109 At the time of our audit, the management and information systems of 
the Settlement Branch at National Headquarters did not allow for proper control 
and accountability for the program. The information system being used did not 
enable National Headquarters to control costs, determine their nature or take 
corrective action as needed. For example, program management did not know the 
unit cost for each major expense category by region: tests on this data showed 
that regional reports were neither reliable nor comparable with each other. 
Because of incorrect data and circumstances such as the economic situation, 
National Headquarters twice had to request supplementary appropriations during 
the fiscal year 1981-82. 


7.110 After study and consultation with the regions, the Settlement Branch 
introduced a new information system in April 1982, with a view to improving 
management of the program. 


verid Financial control should normally ensure that assistance is given to 
immigrants in accordance with terms and conditions approved by Treasury Board 
and with internal procedures. Our examination, covering a sample of 100 files 
from seven of the largest employment centres in Canada, revealed various 
situations that involved failure to comply with these procedures and that had not 
been identified by the existing financial and administrative controls. We found 
the following errors, which were not detected by local or regional administrative 
services: 


Type of error found % of files examined 
& Assistance provided for basic needs 

without the required monthly inter- 

view of the recipient 34 
® Agreements with recipients not 

approved by a supervisor 18 
8 Benefits higher than provincial 

welfare rates without approval 

by the regional office LT 


Sn nn nnn nn eae ead Ey SEIDEN NSUE EES NEESER 
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TEELZ The Commission should ensure that control of contributions and loans 
under the Adjustment Assistance Program complies with internal procedures and 
the terms and conditions approved by Treasury Board. 


The Commission agrees to review its monitoring procedures with a 
view to increasing their effectiveness and improving conformity to the 
internal guidelines and Treasury Board terms and conditions governing 
the Adjustment Assistance Program. 


TPB We also observed that adequate procedures were not available to 
employment counsellors authorizing contributions for determining objectively and 
consistently whether immigrants requesting financial assistance were, in fact, 
eligible. Counsellors are thus required to provide funds for immigrants without 
determining whether their applications are well founded. 


7.114 The Commission should clarify current procedures to allow consistent 
and objective determination of the eligibility of applicants for contributions or 
loans under the Adjustment Assistance Program. 


The Commission agrees to review its guidelines to ensure their 
effectiveness in promoting consistency and equitability. In this 
regard, three pilot projects are in effect which will provide for the 
independent investigation of Adjustment Assistance recipients on a 
sample basis. 


Bra Fi be Loans to immigrants. Loans may be granted to immigrants, refugees 
and persons in designated classes to assist them with transportation to Canada and 


settlement here. A revolving advance of $60 million is available to the Minister 
for this purpose. 


7.116 Because many refugees have received these loans, the balance to be 
recovered has grown rapidly, as the following table shows. 


Balance outstanding 


At 31 March (millions of dollars) 
179 es 7, 
1980 Vp al 
HOST a5 
1982 Ay.) 


The high amount that refugees, on average, must repay, combined with their 


language problems and their still generally precarious economic situation, has 
created recovery problems. 


TAY Between 1] April 1980 and 31 March 1982, the Commission recovered 
$10.8 million of a total of more than $53.0 million outstanding. 


198 


Canada Employment and Immigration Commission 


7.118 In a sample of 100 of the 34,000 loans outstanding on 31 December 
1981, we found that loans entered in the Commission's accounts were documented 
and recorded in a satisfactory manner. 


7.119 In general, the Commission had not succeeded by that date in 
concluding lasting agreements with debtors to ensure prompt repayment of loans. 
By that time, moreover, collection officers had listed 9,100 outstanding loans for 
which the debtors had to be traced, representing about 25 per cent of the total 
number of loans and a value of $10,300,000. The officers had lost contact with 
these debtors. In the month of December 1981, the Commission received 
payments on only 9,000 of the 34,000 loans outstanding. Analysis of our sample 
gave the following averages: 


- 2.6 months between granting of a loan and entering it in the 
system; 


- 4.2 months before the first attempt to recover funds from 
debtors with accounts in arrears; and 


- 4.9 months between each subsequent recovery attempt. 


7.120 The Commission's recovery practices do not take into account the 
1978 Immigration Regulations schedules concerning repayment schedules, 
including special provisions applicable to refugees and members of designated 
classes. In the sample examined, and according to the information on file, 
95 per cent of the debtors showed average arrears of 14.8 months against 
repayment schedules specified in the Regulations. The total value of our sample 
of 100 loans was $118,778 on 31 December 1981, with payments overdue of 
$61,884, or 52 per cent of the total. Commission managers explained this 
situation by the large size of loans granted to refugees and the short repayment 
period provided by the Regulations. 


Ayal Under the Regulations, the Commission collects no interest on loans to 
refugees or persons in designated categories. Consequently, any delay in repay- 
ment by immigrants in these categories reduces the current value of Canadian 
government assets represented by these loans. 


7.122 The computerized control system now used does not provide relevant 
information for proper control of the recovery activities of Financial Services. 
Collection officers did not have reports showing for each debtor repayment agree- 
ments, any arrears under these agreements, and the dates and amounts of the 
most recent payments. The Commission has begun to develop a new computerized 
control system which should provide this information; its implementation is 
planned for early 1983. 
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7.123 The Commission should further improve its recovery standards and 
procedures for loans to immigrants and ensure that its information and financial 
management systems correspond to the size of the loan fund. 


The Commission agrees to continue to improve its standards and 
procedures of recovery and, to meet this objective, is developing a 
new system of information and control which will assist in the 
administration of immigration loans. 


Specific Aspects of Management 


7.124 We looked at three specific aspects of management of the program: 
control and monitoring systems, effectiveness evaluation, and evaluation of the 
program's efficiency. 


Control and Monitoring Systems 


rays) The Immigration Program is characterized by the high degree of 
delegation to Immigration Officers and the autonomy these officers have in 
making decisions. The functional direction system, under which a National 
Headquarters directorate is responsible for preparing guidelines to be followed by 
Immigration Officers reporting to regional directorates, is also characteristic of 
the program. 


7.126 For the Immigration Branch to maintain accountability for the 
program under this form of organization, it must have systematic control and 
monitoring procedures available with respect to the use of discretionary power by 
officers at all levels, while officers should be obliged to account for their 
decisions. 


7.127 We noted that review of cases brought to its attention by representa- 
tions following unfavourable decisions was the main mechanism established by 
National Headquarters to ensure that officers' decisions comply with the Act, 
Regulations and guidelines and to monitor these decisions. 


7.128 This is a system of control by exception and only applies to those 
decisions that are unfavourable to the applicant. These decisions have already 
been reviewed at several CIC and regional organizational levels to ensure that 
they comply with the Act, Regulations and guidelines, and to make certain that 
the officer has considered all possibilities for using his discretionary powers on 
the applicant's behalf for humanitarian or compassionate reasons. 


7.129 Furthermore, unfavourable decisions may be subject to review by 
Senior Immigration Officers, adjudicators, the Immigration Appeal Board or the 
courts, all of which constitute additional controls. 
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7.130 On the other hand, decisions by Immigration Officers in favour of 
applicants generally cannot be appealed; they are only rarely the subject of 
complaints, representations, inquiries or appeals to the courts. They are thus 
almost never brought to the attention of National Headquarters. Therefore, the 
main mechanisms available to National Headquarters for ensuring that decisions 
made by officers comply with the Act, Regulations and guidelines it issues do not 
apply where decisions are in favour of the applicant. 


71351 The regional administrations exercise certain controls, but these vary 
from one region to another. However, none of the regions we visited applied 
controls or supervision to favourable decisions that did not require documentation, 
such as admissions at the primary examination, most admissions authorized at the 
secondary examination, and the results of a number of investigations and status 
checks. 


Je)52 The Commission should establish systematic control and monitoring 
procedures to ensure that officers' decisions comply with the Act, Regulations and 
guidelines. 


The Commission agrees to review its systems of control and follow-up 
in order to ensure that the officers' decisions are consistent with the 
Act and Regulations and make improvements where required. 


In addition, the Commission will review and strengthen its functional 
relationship between Headquarters and the field in order to enhance 
its monitoring role vis-a-vis the regions. 


Evaluation of Program Effectiveness 


7.133 © Measurement of the Immigration Program's effectiveness is the 
responsibility of the Program Evaluation Branch, within the Strategic Policy and 
Planning Group. Monitoring program effectiveness is the responsibility of 
program managers. The evaluation mandate and responsibilities are now governed 
by the Department's program evaluation policy, issued in May 1982. 


7.134 Our examination of the methods used to measure and report on the 
program's effectiveness covered the long-term evaluation plan, the effectiveness 
studies on the primary examination activity conducted at Mirabel Airport in 1978 
and Vancouver Airport in 1981, and the evaluation of the Private Sponsorship of 
Refugees Program completed in May 1982. In addition, we examined the 
effectiveness indicators used by program managers. 


7.135 Since the Immigration Act came into force in 1978, evaluation of the 
Immigration Program has been very limited; only two components have been 
examined for effectiveness. These two components are the primary examination, 
which is part of the law enforcement activity already discussed in this chapter, 
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and the Private Sponsorship of Refugees Program, which is part of the Settlement 
activity. 


7.136 In May 1981, the Program Evaluation Branch developed a long-term 
evaluation plan indicating the Immigration Program components and activities 
that will be evaluated for effectiveness. We found the plan to be complete and 
noted that the program will be evaluated over a five-year period, starting in 
1981-82. The evaluation schedule has been approved by the Audit and Evaluation 
Committee. 


7.137 Primary examination. The Mirabel and Vancouver studies both tried to 
determine the effectiveness of the primary examination and, if appropriate, to 
recommend changes to the procedures for referral for a secondary examination, 
to improve the effectiveness of that procedure. 


7.138 After analysis of these studies, we found that the methodology used 
did not allow a definite conclusion concerning the need to change the mechanism 
for referral to the secondary examination. The Program Evaluation Branch should 
first have carried out an evaluation assessment study which would have enabled it 
to detect the weaknesses in methodology used. 


7.139 We also noted that the reports on these studies were not submitted to 
the Deputy Minister. 


7.140 During its study of the Private Sponsorship of Refugees Program, the 
Branch corrected these deficiencies by adopting the Department's program 
evaluation policy. 


7.141 The Private Sponsorship of Refugee Program. The purpose of the 
Private Sponsorship of Refugees Program was to foster the rapid adjustment of 
refugees to Canada and to involve Canadians directly in the resettlement 
program. 


7.142 When the Program ended in 1981, the Evaluation Branch conducted an 
evaluation to determine its effectiveness in relation to other methods of 
settlement and to assess the potential for reviving it in the future. 


7.143 In our opinion, this evaluation was properly performed. 


7.144 Ongoing effectiveness monitoring. The Commission has established 
selection criteria that should allow it to ensure, among other things, that 
immigrants are selected for their ability to adjust to life in Canada and that the 
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Immigration Program contributes to meeting the needs of the Canadian labour 
market for skilled labour. Our comments on the criteria for selecting members of 
the family class are set out in an earlier section. 


7.145 We observed that the Commission had not developed effectiveness 
measurement systems in sectors where it would have been possible to do so. For 
example, the Commission has virtually no information on immigrant adjustment in 
Canada. The most recent studies on adjustment to life in Canada by independent 
immigrants were based on 1976-78 data. Adjustment by members of the family 
class has never been studied. Nor does the Commission survey the public to 
measure the reception of immigrants by Canadians. Information on adjustment by 
refugees has only been available since 1982. 


7.146 The Commission should establish effectiveness indicators to obtain 
more information on adjustment by immigrants to Canada for reporting on the 
program's effectiveness. 


The Commission agrees with the recommendation and will continue to 
proceed with a systematic evaluation of the effectiveness of the 
Immigration Program and, for each evaluation, will establish 
additional performance indicators as required. 


Evaluation of Program Efficiency 


7.147 The 1979 SPICE report recommended to the Commission that the 
performance measurement systems be reviewed for the purpose of determining: 


- the activities for which standards, validated by work 
measurement techniques, could be established; 


- whether a more uniform set of standards could be established for 
application in all regions; and 


- whether the systems could be used in determining actual 
efficiency levels, to ascertain potential for improving efficiency. 


7.148 The Commission created the Performance Measurement Steering 
Committee (PMSC) to guide development and co-ordination of performance 
measurement methods and promote their use within the Commission. 


7.149 The policy announced by the PMSC on 9 May 1979 assigned responsibil- 
ity for performance measurement and time standards within the Commission and 
the Department to the Executive Director, Finance and Administration. In 
addition, the PMSC assigned responsibility for identifying areas for which 
efficiency and effectiveness could be improved to the various program directors. 
National Headquarters task forces were given responsibility for recommending 
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implementation of performance indicators and for determining National 
Headquarters requirements concerning establishment of additional indicators. 


7.150 However, implementation of performance measurements and subse- 
quent monitoring of efficiency are left to the discretion of the regions. There is a 
risk that the lack of clear, firm direction on performance measurement may 
result in corrective action not being taken at the operational level. 


7.151 The PMSC has selected areas for establishing standards on the basis of 
the benefits expected from implementing them. Since the Immigration Program 
represents only 10 per cent of the Commission's person-years, it was given lower 
priority than the employment and insurance programs. A plan was prepared for 
determining time standards for the Immigration Program. Recruitment and 
selection activities, which employ 20 per cent of the person-years, were given 
priority; the Commission expected to complete time standards for these activities 
in 63 weeks. At the time of the audit, no work plan had been set up for the other 
major components of the Immigration Program. 


Up isye The Commission now uses a management information system, one 
purpose of which is to process data required to measure and report on 
performance in Immigration activities. Although our audit did not include an 
examination of the system, it revealed that the performance indicators currently 
being processed by the system do not provide a true and complete measurement of 
performance. The efficiency measurement being used is the variance between the 
budgeted unit cost and the actual unit cost. In fact, the budgeted unit costs are 
not calculated according to time standards that take the desired level and quality 
of service into consideration. Therefore, the budgeted unit costs cannot be used 
for performance measurement or for improving productivity. The Commission is 
thus not yet in a position to monitor performance effectively in the Immigration 
Program. 


7.153 For effective monitoring of performance and improvement of 
productivity in Immigration activities, the Commission should: 


- pursue the structuring of a system of reports on performance 
which would: 


- establish standards in all cases where this would be 
feasible, 


. compare outputs to standards and identify variances, 


- identify those offices, districts or regions where 
performance is unacceptable, 


- compare current resource levels with those required to 
perform the work at a given level of efficiency, 
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ensure that managers at all levels are held responsible for taking 
the action required to improve performance. 


The Commission feels that the recommendation of the Auditor 
General is consistent with the approach adopted by its performance 
measurement initiatives, and particular emphasis will be placed in the 
areas highlighted by the Auditor General. 
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DEPARTMENT OF AGRICULTURE 


SYNOPSIS 


8.1 The Department of Agriculture was established in 1867, with the 
primary task of controlling livestock diseases. The Experimental Farms System 
was set up in 1886 to provide assistance to farmers in improving resource 
utilization. Since then, the Department has expanded its role to keep pace with 
the growth and development of the Agri-Food industry until today its staff 
numbers more than 10,000 and it administers about 40 Acts of Parliament. 


8.2 The overall objectives of the Department, as published in its 1980-81 
annual report, are: 


~ to meet the needs of Canadians for nutritious and reasonably 
priced food; 


- to provide farmers with a fair return for their labour and invest- 
ment; and 


- to make the most of opportunities in export markets. 


8.3 The Department has two major programs, Agri-F ood Development and 
Agri-F ood Regulation and Inspection. The Canadian Dairy Commission, Canadian 
Grain Commission, Canadian Livestock Feed Board, Farm Credit Corporation and 
the National Farm Products Marketing Council fall within the agricultural 
portfolio, as shown on the Organization Chart in Exhibit 8.1; however, they do not 
form part of the Department but report direct to the Minister and have not been 
included in this comprehensive audit. 


8.4 We found no serious deficiencies in the Department's planning and 
management activities. Major changes in the organizational structure of the 
Department and in its management processes were initiated about three years 
ago. Some of these changes are not yet fully operational and thus there is scope 
for continued improvement. The majority of our observations relate to problem 
areas of which management is aware and, in most cases, is in the process of 
resolving. The following is a summary of our main observations. 


8.5 Planning. The elements of a good strategic and operational planning 
system are in place, but the mechanisms for applying the systems are still 
evolving. Strategies are defined in broad terms that often relate to a number of 
program objectives and organizational units, making the assignment of responsi- 
bility and the evaluation of progress difficult. 
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8.6 Program effectiveness measurement and reporting. To facilitate 
program evaluation, the Department has grouped resources and activities into 
program evaluation components with common objectives. The objectives of these 
components are not expressed in terms that would enable existing management 
information to be used in ongoing effectiveness monitoring. The Program 
Evaluation Division has, for a variety of reasons, consistently failed to achieve its 
planned output, with the result that no effectiveness evaluation studies have yet 
been completed. 


8.7 Human resource management. Significant delays are being experienced in 
staffing key positions. The delays are attributable to a number of factors, includ- 
ing a lack of understanding of the staffing process, inadequate human resource 
planning and an inadequate definition of responsibilities for the training and staff- 
ing functions. 


8.8 Human resource planning does not form part of the Department's work 
plans or long-term plans. Indeed, it is assumed in the planning process that a full 
complement of properly qualified staff will be in place all the time; however, over 
300 of the existing complement of research scientists in the Research Branch may 
be retiring within four years. The Research Branch has recently developed a plan 
to provide for replacements but has not assessed the impact of the potential skill 
shortages. 


8.9 Financial management and control. Most of the required systems for 
financial management are working well. However, the research programs do not 
have systems for reporting costs in relation to the results achieved from research 
projects. Until this type of data is available, the Department will not be in a 
position to prepare adequate expenditure information for Parliament in accor- 
dance with revised Estimates procedures. 


8.10 Levies under the Prairie Farm Assistance Act were discontinued in 
1972. The balance of $9 million remaining in the Prairie Farm Emergency Fund, 
in which the levies had been accumulated, has not been released. 


8.11 Research. Following our government-wide audit of research and 
development, the Department undertook a number of improvements in its systems 
and procedures that resulted in better management systems in this area. There 
are still problems, however, relating to safety procedures in laboratories and the 
disposal of potentially dangerous waste. Responsibilities have not been assigned, 
nor have procedures been established, for co-ordinating, controlling and moni- 
toring safety procedures and for handling and disposing of waste material. Since 
the laboratories handle materials dangerous to health, it is imperative that both 
the employees and the public be protected from risk of contamination. 
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8.12 Agri-Food development. The Record of Performance Dairy Program 
was established in 1905 to provide data for purposes of genetically improving 
dairy herds. By 1981, only 13 per cent of all dairy cattle in Canada were 
registered in this program. A review of the Department's role in the operation of 
the record of performance programs may be appropriate. 


8.13 Agri-F ood regulation and inspection. The quality of work being done 
in the regulation and inspection functions is monitored and controlled in most 
areas. In one area, Plant Quarantine, where the objective is to prevent the intro- 
duction, establishment and spread of plant diseases or pests nationally and inter- 
nationally, the quality of inspection is not regularly monitored. This is a 
particularly vulnerable area because regular inspection staff is supplemented with 
untrained inspectors during peak periods. The potential risk to crops and to the 
export market is high. 


8.14 The National Inspection Service (Meat Hygiene) incurred overtime 
costs in excess of $5 million in fiscal 1980-81 for inspecting and grading meat in 
packing plants and recovered only 60 per cent of this amount. Part of this under- 
recovery is due to differences in working hours between government employees 
and those in the industry. 
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Audit Scope 


8.15 In our comprehensive audit of the Department of Agriculture, we 
reviewed: 


- processes in place to plan the work of the Department; 


- operational control mechanisms used to ensure the efficient 
delivery of programs; and 


- procedures used to assess the results of the major efforts of the 
Department. 


8.16 The objective of the review was to assess the extent to which due 
regard for economy and efficiency was being addressed in the management of the 
Department and to ascertain if there were reasonable procedures in effect to 
measure the results of its work. 


8.17 Over the past few years, the Department has changed from a 
decentralized group of individual entities to a highly centralized conglomerate 
with distinct corporate authority centered at headquarters. Branch offices in the 
field are used for delivery purposes and market intelligence gathering. This 
structure creates a division of accountability where headquarters is responsible 
for economy and effectiveness, with field establishments being responsible for 
efficient delivery of departmental services. 


8.18 Our audit was therefore structured to review the corporate manage- 
ment functions of planning and program evaluation as well as the efficiency of 
program delivery mechanisms in the field. 


8.19 In reviewing the operations of the Research Branch, our audit was 
preceded by the government-wide audit of research and development, reported in 
Chapter 2 of our 1981 Report. Our audit was therefore limited to assessing the 
degree of integration of research planning, control and evaluation systems with 
department-wide systems, and to the changes undertaken since the 1981 review. 
We also examined health and safety practices within the Research Branch. 


8.20 In auditing the efficiency of operations, we concentrated on the 
program delivery activities of the Agri-Food Regulation and Inspection Program 
because it accounts for approximately 43 per cent of the total human resources of 
the Department. Research accounts for about 40 per cent; the remaining 
resources are allocated to all other activities. The Agri-Food Regulation and 
Inspection Program is the major operating program and encompasses most of the 
functions where delivery of service to the public is involved. 
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Observations and Recommendations 


Strategic and Operational Planning 


8.21 Planning systems and documentation. The elements of a good strate- 
gic and operational planning system are in place. Improvements to the system 
have been made over the two year period since the system was developed in 
response to the IMPAC survey report prepared by the Office of the Comptroller 
General in April 1979. The mechanisms for applying the system are still evolving, 
and there is still room for refinements. 


8.22 The Department has made special efforts to document its planning 
systems and to train managers in their use. To date, the primary focus of these 
efforts in defining roles and responsibilities has been on the operational manager. 
This emphasis has meant that the role of support groups, in particular Finance and 
Personnel Branches, in the planning process has not been fully defined. In 
addition, the integration of information provided by different management 
systems and the planning process is not complete. For example, the strategic 
planning process could be further enhanced with information from Program 
Evaluation on program effectiveness and from Finance on financial analysis of 
previous year's expenditure and the cost of alternative strategies. 


8.23 The Department should ensure that the roles of support groups in the 
planning process and the relationship of planning with other management systems 
are more clearly defined and documented. 


The Department agrees with this recommendation. As the planning 
systems have evolved, the roles and relationships of Finance, Person- 
nel and Strategic Planning have also evolved. So also has the linkage 
between the planning and other management systems. These roles, 
relationships and linkages will be made explicit and documented by 
March 31, 1983. 


8.24 Objectives. The Department has a well defined hierarchy of objec- 
tives which ensures that operational planning at the responsibility centre level 
reflects departmental aims and objectives. This hierarchy provides a basic 
framework for developing strategic and operational plans. However, responsi- 
bility for some departmental sub-objectives in this hierarchy are split between 
two or more operational branches in the Department. For example, the 
departmental sub-objective covering market maintenance has three lower level 
objects, one of which (market development and economic analysis) is the 
responsibility of the Marketing and Economics Branch, while the other two 
(grading and monitoring and export marketing services) have been assigned to the 
Food Production and Inspection Branch. No formal mechanisms are in place to 
ensure co-ordination and integration of plans for these sub-objectives. The 
Department is aware of these deficiencies through reviews by corporate staff 
groups and is currently working to improve the situation. 
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8.25 Strategic plans. The Department's Strategic Planning Information 
Base is the primary source document for the strategic planning process. Although 
this document presents a good assessment of the environment and identifies 
future challenges and possible strategies, it does not present alternatives com- 


plete with projected costs and benefits, thus limiting the value of the document to 
the decision maker. 


8.26 The output of the strategic planning process is a Deputy Minister's 
Priority Memorandum identifying departmental "challenge strategies". The 
Priority Memorandum provides general guidance to managers on the preparation 
of operational plans. A feedback mechanism built into the planning system 
provides for the elaboration of strategies at successively lower levels within the 
Department. We observed that the challenge strategies in the memorandum were 
expressed in very broad terms, often relating to a number of program objectives 
and organizational units. In addition, there was no indication of an assigned 
priority for strategies relative to current departmental activities and resources. 


8.27 Alternative strategy proposals presented in the Strategic Planning 
Information Base should be supported with analysis of the possible costs and 
benefits accruing from such strategies. 


The Department responds that alternative strategy proposals do not 
lend themselves to detailed quantitative cost and benefit analysis. 
Such analysis is more appropriate to operational action plans which 
have been requested by the Deputy Minister in his 1982 Priority 
Memorandum. However, in the next iteration of the Strategic 
Planning Information Base, a serious attempt will be made to provide a 
descriptive analysis of the pros and cons of each proposed strategy 
and, where possible, to include quantitative assessment. 


Program Effectiveness Measurement and Reporting 


8.28 In July 1977, the Department initiated a corporate planning and 
evaluation function. This was one of a series of steps designed to provide more 
corporate direction and control to the Department's operating branches, which 
had traditionally enjoyed a high degree of autonomy. During the first year, 
emphasis was placed on developing the planning function, In 1978, a Program 
Evaluation and Audit Committee was created and a Departmental Policy on 
Program Evaluation was approved. 


8.29 Since 1978, the Program Evaluation Division has devoted much of its 
effort to organizing the evaluation function. The 1978 policy on Program 
Evaluation was revised and adopted in 1980. In 1979, the Department's programs 
were divided into 45 components to be evaluated over 10 years. In 1981, the 
components were redefined, with 35 new components scheduled for evaluation 
over seven and one-half years. Further revisions to the program components are 
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currently under way. A substantial amount of work was devoted to developing a 
Program Evaluation Methodology Manual which is still unfinished. 


8.30 At the time of our audit, the Division had completed four studies, none 
of which was an effectiveness evaluation. They included the review of the 
Information Program and evaluation assessments of Production Development - 
Animals, Production Risk Protection Programs and Market Development and 
Economic Analysis. The study of the Information Program was a management 
review, and was not examined. 


8.31 The Program Evaluation Division has consistently failed to meet its 
planned output of evaluation assessments and evaluation studies. This is at least 
partly because of delays in obtaining resources and competing demands on the 
Division, such as those of central agencies. The evaluation assessments produced 
by the Division are generally satisfactory. 


8.32 Performance indicators are being compiled to assess progress in 
achievement of work plans. Over the past several years, the Department has 
made considerable progress in rationalizing its objectives and sub-objectives. To 
complete the process, the objectives of program components need, wherever 
feasible, to be stated in terms that enable their achievement to be measured. It 
is likely that some of the performance indicators could serve as ongoing measures 
of the achievement of the objectives of program components. 


8.33 Administrative responsibility is not established for some program 
components. Most of the program components fall entirely within a single branch 
and so are the responsibility of branch management at some level. NHowever, 
because some components involve activities in two or more branches, responsi- 
bility for accomplishment of program objectives has not been specifically 
assigned. 


8.34 For ongoing monitoring of program effectiveness, the Department 
should use the readily available data prepared by program managers. 


The Department responds that the information available from program 
managers is, generally speaking, oriented to operational goals. In 
many instances, effectiveness indicators still need to be developed for 
the program. Emphasis is currently being placed on the need for 
development of program effectiveness indicators in the preparation of 
evaluation frameworks. 


8.35 The Department should ensure that the evaluation assessments and 
program evaluation studies are completed as scheduled. 
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The Program Evaluation Division is now fully resourced and, with the 
benefit of increased experience in the conduct of program evaluations, 
improved performance against plans will be achieved. 


8.36 Responsibility for each program component should be assigned to a 
specific senior officer. 


The Department agrees that it is desirable to assign a program 
component to a specific senior officer, if possible. During the current 
review of the program activity structure, this concern is being taken 
into consideration. 


Research 


8.37 In 1981, we reported on a government-wide study of the management 
controls over Research and Development. The Department of Agriculture was 
one of several departments included in the study. This year, the Office included 
the Research Branch in the comprehensive audit of the Department. This audit 
concentrated on two aspects: the integration of research planning, control and 
evaluation systems with departmental systems; and changes in research manage- 
ment systems since the previous study. 


8.38 Planning. Recent changes introduced at the departmental level have 
aligned Research Branch planning more closely with departmental objectives. 
These changes involved a restated program/activity structure, revised branch 
organizational structure, increased regionalization, revised operational systems, 
and an increased emphasis on department-wide strategic planning. 


8.39 The Research Branch planning process is linked to the departmental 
planning process through the Deputy Minister's Priority Memorandum. The 
planning process in the Research Branch begins when the Assistant Deputy 
Minister of Research receives the Priority Memorandum. The Assistant Deputy 
Minister responds with his own memorandum indicating the role Research Branch 
can play regarding the various objectives. This process continues through the 
Directors General of the Regions to the Directors of research stations, where the 
objectives are translated into actual research projects. In this manner, the 
Branch is attempting to integrate its projects with departmental objectives. 


8.40 Selecting research projects. Agriculture Canada's Research Branch 
has established a network of formal and informal contacts that influence both the 
source and selection of proposals for research. A prime example is Agriculture 
Canada's sponsorship of the Canadian Agriculture Services Co-ordinating Commit- 
tee and the related Canadian Agricultural Research Council. Participants in 
these organizations represent provincial governments, other federal departments, 
growers, processors and academics. 


219 


Department of Agriculture 


Agriculture Canada has established a network of 
contacts that influences the source and selection 
of proposals for agricultural research. 


8.41 Research projects are initiated at the Research Station.or Institute 
level. The Directors have the authority to approve research projects within their 
Work Plan (budgets) that are consistent with the establishment's approved 
program structure. Within the research establishments, review procedures prior 
to approval usually include preliminary investigative research of up to one year, 
peer group review and revision, consideration by a Program Committee and the 
Director's approval. This process requires documentation of the proposal, but 
such documentation is not consistent between establishments, nor are there 
standard guidelines for the process. 


8.42 Because of the lack of branch-wide guidelines for preparing, planning 
and selecting research proposals, there is no reasonable assurance that all 
approved research projects are relevant to Department and Branch objectives. 


8.43 The Research Branch should establish guidelines for use by the 


Directors and research scientists for preparing, planning and selecting research 
proposals. 


Guidelines for preparing, planning and selecting research projects are 
being developed as part of a document on management practices for 
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research and development being prepared by the interdepartmental 
Working Group on Research and Development, sponsored by the Office 
of the Comptroller General. After these guidelines have been 
approved by the Steering Committee of Science ADMs, they will be 
adapted where necessary and implemented at establishments through- 
out the Research Branch. The guidelines will supplement the Research 


Branch Project System already being implemented. 


8.44 Project implementation and control. The project implementation 
process in the Research Branch of Agriculture Canada begins with an approved 
project work plan. This plan generally contains a description of the work to be 
performed, the rationale for the project, estimates in terms of person-years of 
the technical and scientific resources required, and the costs of any special 
equipment required. The amount of detail in project work plans is not consistent 
between establishments, nor are there guidelines setting out the minimum 
information required. 


8.45 Expenditures and commitments are controlled against the total estab- 
lishment budget. Monthly expenditure and commitment reports are prepared for 
the Director by the establishment's Financial Officer. Using the financial coding 
system, establishment expenditures could be charged against a particular project. 
However, systems for monitoring actual project costs are not yet in place. 


8.46 Research Branch should develop and promulgate guidelines for imple- 
menting and controlling research projects. 


Guidelines for implementing and controlling research projects are 
included in the recently prepared publication on the Research Branch 
Project System. Comprehensive instructions for preparing Project 
Outlines, Research Plans, and Annual Projects are provided, and the 
System is being implemented throughout the Branch. Each project 
must relate to a Branch Sub-objective, and resource accountability 
(financial) is exercised at the Sub-objective level by each Decision 
Making Head. 


8.47 Evaluation. Progress of projects during the year is monitored infor- 
mally by the Director and Section Head. Formal project progress reports are 
produced at mid-year and year end to coincide with the Management Accountabil- 
ity System requirements and schedules. Formal reviews of major activities that 
cover a number of related projects, such as the recent "Western Horticultural 
Review", are organized on a five-year cycle. Such reviews are carried out by 
interested research and user groups. They may lead to realignments of activity 
content, direction and location. Our audit indicates that, within the present 
system, adequate management and quality reviews are being carried out. 
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8.48 Health and safety practices. The Branch has a structure for imple- 
menting health and safety practices. There is a Department Health and Safety 
Manual which addresses health and safety issues in a superficial manner. The 
manual refers to Treasury Board standards but does not set out specific standards 
for research station safety. There is also a departmental Safety and Health 
Committee Guide. This guide details how a Joint Occupational Health and Safety 
Committee (JOSH) ought to function. The JOSH committees can be formed at 
any level by the request of either management or collective bargaining agents. 
The JOSH committees are responsible for conducting safety surveys and sending 
the results to various designated recipients. Because no formal monitoring of 
JOSH committees takes place, information is not available on the number of 
safety surveys performed by the committees or which committees are active or 
even exist. 


8.49 We noted that monitoring of the application of the health and safety 
practices in research labs and stations is not formally done, nor are there 
established procedures for the handling, transporting, storing and disposing of 
toxic and dangerous substances. For example, in one location, there was a large 
quantity of potentially hazardous waste material awaiting disposal. This material 
was held pending the approval of funds in another department. If adequate 
storage facilities had been available, the delay would not have represented a 
potential hazard. There is also no current inventory of hazardous materials in the 
Research Branch. 


8.50 The Research Branch should establish standard procedures for moni- 
toring all aspects of health and safety in the research establishment. 


Joint (union-management) Occupational Safety and Health (JOSH) 
committees are in place at all locations to monitor and report on 
health and safety related matters. The variation in local conditions 
and programs prevents the formulation of standard procedures other 
than those promulgated by the Treasury Board. It is the responsibility 
of the manager at the local level to ensure adherence to the Treasury 
Board health and safety standards. However, mechanisms to monitor 
JOSH committee activities will be developed and implemented by 
Research Branch. 


8.51 _ Procedures should be developed for handling, transporting, storing and 
disposing of toxic and dangerous substances. 


Other government agencies (Health and Welfare, Environment, Trans- 
port) are responsible for the development of procedures for handling, 
storing and disposing of hazardous chemicals. Generally, these pro- 
cedures are followed. The situation referred to by the Auditor 
General resulted from a particular problem encountered in obtaining 
approval from Environment Canada for a suitable disposal site for 
waste material in the National Capital Region. The Department is 
pursuing measures to resolve this problem. 
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8.52 Up-to-date inventories of all hazardous material should be maintained. 


All managers will be instructed to develop and maintain up-to-date 
inventories of hazardous material if they have not already done so. 


Agri-F ood Development 


8.53 The audit of the Research Branch, which is the major component of 
the Agri-Food Development Program, is reported in the previous section of this 
chapter. Other activities or areas selected for audit in the Agri-Food Develop- 
ment Program included the data base used in marketing and economic programs 
and in the commodity price support system of the Agricultural Stabilization 
Board, and the operation of the "Record of Performance" (ROP) program, which 
forms part of the Department's genetic improvement activities. 


8.54 Our concern regarding the data base of the various programs reviewed 
was the Department's reliance on provincial studies in calculating deficiency pay- 
ments of the Agriculture Stabilization Board for designated commodities. The 
method generally used is for the Department to obtain the most recent provincial 
studies, apply a combination of farm price input indices and actuals, compare the 
results to previous studies and industry input and, if considered necessary, conduct 
its own surveys. This approach suffers from several weaknesses. In the first 
place, provincial studies are sometimes simply indexed up-dates of previous 
reports and vary in quality and consistency from study to study. Secondly, farm 
price indices are not always appropriate for some specialty crops. 


8.55 The Department should develop a consistent, high-confidence level 
approach to calculating deficiency payments. 


The Department has taken steps, including additional commodity 
analysis, within the Marketing and Economics Branch, to alleviate as 
much as possible the concerns that the Auditor General's review has 
highlighted. As well, it proposes to continue its efforts in upgrading 
existing methodology to provide a consistent, high confidence level 
approach, as resources permit. 


8.56 Genetic improvement - Record of Performance. There are four 
Record of Performance (ROP) programs -- dairy, beef, swine and sheep. The 
dairy program is the oldest (1905) while sheep is the newest (1976). The programs 
are designed to assist the industry in improving livestock through production 
testing and recording the performance of specific animals and their offspring and 
by using these data in selective breeding programs. The estimated cost of the 
total program for 1982-83 is $7.7 million with $3 million to be recovered through 
fees charged. 
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8.57 The Department has procedures for measuring the effect of the 
program only on the animals registered. In the largest program, dairy cattle, 4512 
herds were registered in the federal program in 1980-81, a slight increase over 
the previous year. This represents only about 13 per cent of the total dairy cattle 
population in Canada. Some Provinces have milk recording programs and a 
portion of their data is included in the federal system. The provincially 
supervised programs include a further nine per cent of the national dairy cattle 
population. 


8.58 Various beef Breeders' Associations operate similar programs for 
particular types and breeds of livestock. 


8.59 It may be appropriate to re-examine the current role of the Depart- 
ment in this type of program. Our audit indicates that one of the prime reasons 
for the federal government involvement in ROP is to provide credibility to the 
data being produced. In some other countries, we noted that government boards 
with Breeder membership attest to the results. In the United States, a similar 
service is provided through State programs, breeder associations and universities. 
It is conceivable that the Department's primary role should be to authenticate the 
results produced by other agencies. The outcome of the evaluation assessment of 
Production Development - Animals should be considered when reviewing the 
Department's role in the operation of ROP programs. 


8.60 The Department should review its role in the operation of ROP 
programs. 


The Department is currently reviewing its role in the operation of the 
ROP programs through the completion of a comprehensive internal 
review. Additionally, an intradepartment Policy Review Committee 
was established comprising representatives from three branches, and a 
Policy Review Paper was presented and accepted by Senior Manage- 
ment on May 1, 1982. The Department's role in the ROP programs has 
and is continuing to evolve in order to respond to shifts in the 
livestock sector, evolving roles of provincial governments and industry 
groups, and, as well, the Department's own shifts in priorities and 
resources. 


Agri-Food Regulation and Inspection 


8.61 The Agri-Food Regulation program is designed and managed by the 
Food Production and Inspection Branch. This is one of the major branches of the 
Department, employing over 4,000 people and controlling a budget in excess of 
$185 million. Its objective, through regulatory and inspection activities, is to 


ensure the continued supply of safe, high quality, nutritious food for the domestic 
and export trade. 
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Inspection is one of the main functions of the 
Agri-Food Regulation program. The Department is 
working to improve the monitoring and control of 
inspection activities; for example, in the Fresh 
Fruit and Vegetable Group. 


Meat inspection is major activity of the Food 
Production and Inspection Branch. 
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8.62 Since inspecting is one of the main functions of this program, we 
reviewed the procedures in place for monitoring the quality of inspection. We 
found that monitoring procedures vary from activity to activity. Where moni- 
toring is carried out by the Department, the results show that the inspections are 
well done. Some work is being done to improve the monitoring and control of 
inspection activities. For example, a monitoring procedure for the Fresh Fruit 
and Vegetable Group is now being developed. 


8.63 In the Plant Quarantine Division the quality of plant health inspection 
on imports and exports is unknown since there is no formal procedure for 
monitoring inspectors. Our audit indicated that, in addition to not knowing how 
well the inspection activity was being done, the training of inspectors was weak. 
No formal training program is available and, as a result, the inspector must learn 
on the job. This method is deficient in that pests and diseases that are not 
observed during the training period may not be recognized in subsequent inspec- 
tions. This weakness represents a potential risk to crops in Canada through the 
possible importation of destructive pests and diseases. Export markets may also 
suffer if diseased or contaminated agricultural products are detected as having 
come from Canada. By contrast, there are formal training programs for 
inspectors in the dairy products and seed potato programs. The Department 
recognizes the problem and has included in its 1982-83 work plan a project 
designed to identify and develop national training, development and qualification 
standards for these inspectors. 


8.64 The Department should ensure that its Plant Quarantine inspection 
staff is technically competent. 


The Department recognizes the problem and has included in its 
1982-83 Work Plan a project designed to identify and develop national 
training, development and qualification standards for the inspectors of 
the Plant Quarantine Division. As well, a detailed management 
practices assessment of the Plant Health and Plant Products program 
will commence September 1982 and will develop recommendations 
which particularly address the areas of monitoring the quality of 
inspection and staff training needs. 


8.65 Overtime. In 1980-81, overtime cost incurred for the meat inspection 
activity was $5.6 million of which $3.5 million was recovered. A major part of 
this overtime cost occurred because of differences in the normal working hours 
per day of government inspectors (7.5) and the processors (8). The Department 
has adjusted the shifts of the inspectors in some areas to reduce the impact of 
this extra cost. However, the differences between the two shift lengths still 
result in some overtime cost not being charged to the processor. 


8.66 The Department should implement full cost recovery for hours worked 
over seven and one half hours per day in the meat inspection activity. 
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The Department has been working toward an increased level of cost 
recovery and will continue to pursue this policy within the framework 
of the government's policies to reduce inflation. 


8.67 Unclaimed racing winnings. The Race Track Division has calculated 
the unclaimed winnings at one major race track to be three quarters of one per 
cent of the amount bet. On a national basis, this would indicate that approxi- 
mately $1.2 million a year is retained by track operators as a result of uncashed 
winning tickets. In other countries, these funds are claimed by the government or 
by a regulatory agency. The Department is developing a proposal to have this 
money collected by the government and used for the benefit of the racing industry 
as part of its long-range work plan. 


8.68 After a prescribed period of time, unclaimed winnings should be 
deposited in a special account in the Consolidated Revenue Fund. 


The Department agrees that a prescribed period of time be established 
for cashing pari-mutuel tickets. Moneys accruing from uncashed 
tickets should be deposited in a special account within the Consoli- 
dated Revenue Fund. Legislation is required for any such change. 


Support Services 


8.69 Financial management and control. The financial management and 
control processes in the Department of Agriculture were generally adequate. The 
Department has taken the initiative to identify and resolve deficiencies in 
financial management. As a result of the Improvement in Management Practices 
and Control program, (IMPAC), and other government and departmental initia- 
tives, positive action has been taken in several areas. However, we noted some 
areas where further improvements could still be made. 


8.70 An IMPAC project has reviewed information needs and the Depart- 
ment is in the process of implementing a new financial reporting package. Our 
review of the project methodology and the proposed new reports indicated that 
these new reports will still not fully satisfy managers' needs for information until 
they are expanded to include appropriate operational performance information. 
Currently there is inadequate linkage of financial and operational performance 
data. The present reports do not indicate how well, or to what extent, program 
objectives are being met. The IMPAC plan calls for the Department to develop a 
new operational performance information system. This information will be 
integrated with the financial reports. 


8.71 Management reports should link financial and operational performance 
data, where appropriate. 
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The Department fully agrees with this recommendation. Various 
studies have indicated that because of the diverse operations carried 
out in Agriculture Canada, individual operational control systems must 
be developed to meet these particular requirements. On the other 
hand, most operations require the same type of financial information 
so that it is possible to introduce a standard financial information 
system within most sectors of the Department. Accordingly, where 
appropriate, it is planned to have the financial information system 
transfer whatever financial information is required to the various 
operational control systems so that both financial and operational data 
will be included on the same reports. 


8.72 The Prairie Farm Assistance Act was created to provide financial 
assistance to farmers, who suffer crop failure in the spring wheat area, based on 
average yield in that area. Crops that were insured by farmers under a crop 
insurance scheme did not qualify for awards under this Act. Until 1972, a levy of 
one per cent was deducted from all licensed producers of grain and accumulated 
in the Prairie Farm Emergency Fund. The disposition of the balance remaining in 
the Fund, which now stands at more than $9 million, has not been resolved. One 
alternative would be to transfer the outstanding amount to the Consolidated 
Revenue Fund because awards in prior years in excess of levies had been funded 
through appropriations from the Consolidated Revenue Fund. 


8.73 The balance in the Prairie Farm Emergency Fund should be disposed of 
in an appropriate fashion as expeditiously as possible. 


The Department agrees with the recommendation and is actively 
seeking the necessary authority to permit the disposal of the Fund. 


8.74 Materiel and facilities management. The Department has a consider- 
able investment in equipment and buildings at various research stations and 
experimental farms. The Research Branch operates Crown-owned research 
facilities and is in the process of constructing additional research facilities. 


8.75 The Department justifies maintaining its existing stations because of 
the need to satisfy regional requirements and to respond quickly to problems that 
are regional in nature. We found no evidence that anyone had systematically 
identified or analysed comprehensive long-term facilities needs, related these 
needs to program objectives, or monitored how effectively current needs were 
being met. This failure to identify and analyse the Department's long-term needs 
could result in facilities being acquired that did not provide the most cost- 
effective method of meeting the Department's long-term objectives. 


8.76 The need for facilities should be based on long-range program plans, 
and be related to the Department's stated objectives. 
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Initiatives are being taken to improve the facilities planning and asset 
management function in the Department. Policies and procedures will 
be developed to ensure that program plans and proposed capital 
facilities requirements are integrated in the planning process. 


8.77 Provinces lease space in the Research Branch's facilities. The cost- 
sharing lease agreements do not provide for a fair allocation of costs. For 
example, all agreements stipulate depreciation based on a 49-year useful life 
whereas, based on industrial experience, the useful life of a building varies 
depending on the type of structure. We noted further that common costs to be 
recovered were not all-inclusive, particularly with respect to maintenance costs 
such as snow plowing and grounds maintenance. In some instances, the mainten- 
ance costs of the leased space are not being recovered because the accounting 
systems do not provide for separation of federal and provincial costs. 


8.78 There are approximately 17 provincial leases for space in Agriculture 
Canada's research facilities which produce $400,000 in revenue each year. The 
agreement between the Lethbridge Research Station and the Government of 
Alberta, signed in 1974, calls for an annual review and update of lease rates. The 
rate has not been reviewed since inception nor has the annual fee been increased 
to cover inflation. 


8.79 The Department should establish procedures to ensure that all appro- 
priate costs of leased space in its research facilities are recovered from the 
lessees. 


The Department will review and make appropriate amendments to its 
existing policies and procedures. Measures will be taken for the 
regular review of rates to ensure the appropriate recovery of costs for 
leased space. 


8.80 Human resource management. In 1982-83, the Department is budgeting 
for approximately 10,000 person-years and payroll costs in excess of $329 million. 


8.81 In general, there has been an almost total lack of human resource 
planning across the Department. However, current skill shortages and staffing 
delays are now recognized as a significant threat to accomplishing specific 
program goals. As a result, initiatives are being taken to establish human 
resource planning as an integral part of the corporate planning process. 


8.82 Annual work plans and long-term plans are based on anticipated 
approved person-years. They do not identify human resource planning implica- 
tions; that is, skills required and their likely availability. In those areas where 
chronic shortages are being experienced, managers acknowledge that their plans 
tend to overstate performance expectations because they are based on the invalid 
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assumption that all the approved person-years will be utilized during the period 
covered by the plan. 


8.83 There are significant delays in staffing many scientific and profes- 
sional positions in key branches of the Department. These include research 
scientists, veterinarians, agricultural economists and agronomists. The delays 
appear to be attributable to a number of factors: fewer qualified graduates 
entering the market; increased competition from other sectors; a lack of under- 
standing of the staffing process by managers; inadequate human resource 
planning; higher rates of retirement due to an aging population; and the 
attractions of early retirement. A major contributing factor has been the 
inadequate definition of responsibilities for human resource planning and staffing 
within and between the Personnel Administration Branch and the various line 
branches. 


8.84 Personnel projections indicate a requirement throughout Canada for 
over 1,000 new research positions by the year 1986 to give effect to Canada's 
proposed Agrifood strategy, with the Department being by far the major employer 
of this number. Although approximately 300 of the existing complement of 900 
research scientists in the Department may or must retire within the next four 
years, there has been little work done to assess the impact of potential skill short- 
ages on current and future research initiatives. 


8.85 Current and anticipated shortages of research scientists at the doctor- 
ate level, agricultural economists, women and French-speaking Canadians within 
the professional and scientific categories are resulting in the development of 
specific activities to influence entry. For example, in the Research Branch there 
is a major restructuring of research positions taking place. The Branch is moving 
to reclassify positions downwards, thus permitting the recruitment of scientists at 
the Bachelor and Master's level and subsequently granting leave to the incumbents 
to complete their studies. Sixty person-years from within the Research Branch 
have been allocated over the next three years for such development purposes. It 
is not clear how this strategy will affect current and planned research. There is 
no evidence that alternative make-or-buy strategies, such as contracting out more 
research, were considered in terms of their relative cost effectiveness, nor is 
there evidence that the Branch has evaluated the impact of under-filling on the 


research program and on the working relationships with other key research 
scientist and technician positions. 


8.86 Although it is acknowledged that there has been very little human 


resource planning in the past, a number of steps have been taken recently, 
including: 


- Short and long-term staffing requirements are beginning to be 
identified in the Personnel Management Planning process, and 
the timing of this process has been phased to ensure that it is 
integrated with operational planning. 
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- All branch work plans and long-term plans are now being 
developed with consideration of their human resource implica- 
tions. Meetings between Personnel Administration Branch repre- 
sentatives and line managers take place at the regional and 
headquarters levels. The branch plans are reviewed by the 
Director General, Personnel before they are submitted to the 


Deputy Minister and the Senior Management Committee for 
approval. 


- The Research Branch has recently initiated a Recruitment and 
Training Program for research scientists. It has also established 
a Planning and Implementation Committee with both depart- 
mental and university representation for the purpose of identi- 
fying and meeting future requirements for research scientists. 


- Forecasts of recruitment needs are developed by discipline and 
are made available to the Deans of agricultural institutions. 


The Department should develop and communicate departmental policy 


and procedures on human resource planning. 


8.88 


The Department agrees with this recommendation and plans to develop 


issue a specific policy on human resource planning by 


December 31, 1982. Related policies and procedures already in place 
include the following: 


(a) Guidelines for Human Resources/Personnel Management 
Planning linked to Operational Planning. These have been 
developed and revised during the past two years. 


_(b) Performance Appraisal Policy and Procedures. 


(c) Guidelines for linking Performance Appraisal to Operation- 
al Plans, issued in 1982. 


(d) Training and Development Policies and Procedures. 


Human resource planning should be integrated with operational plan- 


ning and with other personnel systems. 


8.89 


The Department agrees with this recommendation. Over the past two 
years, human resource planning has been developed and integrated 
with the Departmental Operational Planning System, and in turn, the 
human resource plans feed into the Personnel Systems. This year, we 
will continue to refine and improve on these processes. 


Options to meet anticipated skill shortages should be evaluated to 


ensure that the most cost effective are selected. 
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The Department agrees with this recommendation. In any future 
decisions of this nature, a number of alternatives will be subjected to 


a decision analysis process, and the option which best meets the 
effectiveness Re aes criteria will be se ected. Within the next year, 
skill shortage problems will be ranked in priority and corrective 


strategies will be developed. 


8.90 Training and development are becoming increasingly critical issues for 
the Department. Staffing requirements, skill shortages and the restructuring of 
jobs are requiring that more emphasis be placed on on-the-job training and 
development activities. Notwithstanding the existence of an elaborate needs 
identification and approval process, training requirements and resources have not 
been adequately defined and planned for. 


8.91 Although training and development plans have not specifically been 
tied to development of work plans and long-range plans in the past, this is now 
beginning to happen indirectly as specific branches undertake training initiatives 
aimed at addressing identified skill shortages. Training requests and plans, 
however, are seldom identified in terms of specific organizational project or job 
performance requirements. 


8.92 The Department lacks an effective policy and planning framework to 
facilitate and ensure the establishment of training and development objectives, 
priorities and plans. Responsibilities for training and development are fragmented 
among the Personnel Administration Branch and the line branches. They are not 
well defined or understood. 


8.93 We found that there were major variations between the training plans 
developed and the training actually accomplished. There was no evidence of 
monitoring training to ensure that training dollars were being spent in an 
economical and efficient manner. Further, the evaluation of training and 
development was inadequate to ensure that training and development activities 
are carried out in the most effective way to meet the Department's requirements. 


8.94 The Department should clearly define and communicate the roles and 
responsibilities of both the Personnel Administration Branch and the line branches 
for training and development. 


The Department agrees with this recommendation. The Personnel 
Administration Branch will work with the Food Production and Inspec- 
tion Branch to develop a model which demonstrates the delineation of 
roles and responsibilities vis-a-vis training and development. We 
believe that such a model could be used for other banches in the 
Department. Apart from being the largest Branch by far in the 
Department, FP&I has the highest volume of professional and techni- 
cal training, plus the most formalized in-branch training organization. 
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The model will be validated with all other branches and will be 
communicated to all Decision Making Heads by December 31, 1982. 


Training plans should be based on the training needs which are derived 
from work plans and long-term plans as well as identified performance require- 


ments. 


8.96 


The Department agrees with this recommendation. For the first time, 
the plans developed in the 1982-83 planning cycle were reviewed by 
the Personnel Administration Branch to identify human resource 
implications. The planning process also now provides for consultation 
between departmental managers and personnel advisers during the 
development of work plans and long-term plans. 


Training activities should be monitored and evaluated to ensure that 
they are satisfying departmental requirements and that the Department is getting 


value for the money spent on training. 


8.97 


The Department agrees with this recommendation. The Department 
has implemented, effective April 1, 1982, the Training and Develop- 
ment Information System that was developed by Treasury Board and 
the Department of Supply and Services. For all training activities 
with a cost of more than $99, the Training Application and Authority 
Form must be completed and reported to the Treasury Board. The 
type of training is recorded under one of six headings: 


Professional, Technical, Vocational 
Retraining 

Occupation Health and Safety 
Orientation 

Development 

Employee Assistance 
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The reports to Treasury Board can be measured against the identified 
training needs to ensure that courses taken are satisfying depart- 
mental requirements. In terms of the Department getting value for 
money spent on training, efforts are under way to develop cost/benefit 
methodology. Particularly with the Middle Management Orientation 
Program and the corresponding program for supervisors, pre and post- 
course measurement will be undertaken. 


The Department lacks an effective human resource information 
system. The lack of adequate information is a major contributing factor to the 


deficiencies in human resource planning and staff training. 


8.98 


Responsibility for the departmental Personnel Management Informa- 
tion System (PMIS) is being tranferred from the Field Services Division of the 
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Personnel Administration Branch to an administrative unit directly under the 
jurisdiction of the Director General of the Personnel Administration Branch. The 
rationale behind this move is to give the development and operation of the 
information system a higher priority and level of commitment. The Department 
expects that the major user of PMIS will be the Human Resource Directorate 
which is about to be established in the Personnel Administration Branch. While 
there are serious shortcomings with respect to the current PMIS, these are 
recognized within the Department and plans are being implemented in accordance 
with generally approved practices governing the development of such systems. 


Information for Parliament 


8.99 The Treasury Board has directed departments and agencies to prepare 
their Estimates in a new form. The new form is directed toward improving the 
government's accountability to Parliament by providing more and better informa- 
tion on programs, thereby permitting Members of Parliament to carry out more 
effectively their review of expenditures. 


8.100 In accordance with the Treasury Board directive, the Department of 
Agriculture is preparing a Departmental Expenditure Plan, Part III of the Revised 
Estimates for 1983-84. The quality of the Departmental Expenditure Plan will 
depend on changes to systems that are needed for comparing planned and actual 
results, related expenditures, and measuring the extent to which departmental 
objectives have been met. Previous sections of this chapter have noted that 
departmental objectives for program components are not stated in a manner that 
permits measurement of achievement, that costing information is not available 
showing expenditure by research project, that financial and operational perfor- 
mance data are not linked and no evaluation studies have been completed. Until 
revisions are made in these areas, meaningful information will not be available for 
presentation in the revised Estimates. 


8.101 The requirement to report in the revised Estimates the results of 
expenditures and information to measure the extent to which objectives are being 
met is mandatory two years after the initial Departmental Expenditure Plan is 
presented to Parliament. As the Department of Agriculture further develops its 
evaluation studies and performance indicators, additional information can be 
disclosed in the Program Expenditure Plan to supplement the data currently used. 


8.102 Highlighting this type of information in the Estimates would enable 
members of Parliament to better assess the Department's requests for resources. 
The Department has already revised its program structure to better reflect opera- 
tional relationships. Information on how well objectives are met, such as eradica- 
tion of certain diseases, increase in productivity for farmers, and how new and 
better technology has improved the agricultural sector, would also be of interest 
and would help establish whether the Department is getting value for money. The 
use of efficiency and effectiveness indicators of this type is required to account 
fully for the use of resources applied to such objectives. 
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8.103 A substantial part of the Department's resources are needed to deal 
with repetitive procedures such as inspections. The requirement for these 
resources, as well as the support (equipment, technical) needed by them, should be 
presented in terms of inspections by type, the average cost per inspection, 
frequency of inspection and the trends noted during the year. The quality and 
level of service should be defined to justify resources requested. Some of this 
information is already available; however, improvements can still be made in the 
area of productivity measurement and reporting. 


8.104 Some ‘recent changes that reduce the information provided to 
Parliament should be re-assessed; for example, before 1981-82, the Research 
Branch operated under a separate Parliamentary Vote. Agriculture Canada's R&D 
programs are now mainly shown as part of the Agri-Food Development Program in 
the Estimates of the Government of Canada. The restructuring of the Vote has 
affected both disclosure to Parliament of spending on agricultural research and 
departmental accountability to Parliament. This situation will continue to prevail 
until the Departmental Expenditure Plan, Part III of the Revised Estimates is 
implemented. 
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DEPARTMENT OF ENERGY, MINES AND RESOURCES -- 
MINERALS AND EARTH SCIENCES PROGRAM 


SYNOPSIS 


9.1 The overall objective of the Minerals and Earth Sciences Program 
(MESP), as set out in the Estimates, is to ensure "the availability of mineral 
policies and strategies and timely earth science information, technology and ex- 
pertise related to the landmass of Canada and its mineral and energy resources." 
MESP is composed of three major sectors: Mineral Policy, Earth Sciences, and 
Research and Technology. The three sectors report to the Associate Deputy 
Minister. Exhibit 9.1 sets out the organization. 


el The Mineral Policy Sector establishes policies and strategies to ensure 
adequate supplies of minerals and metals for Canada and undertakes assessments 
of Canadian and world supply and demand in minerals. 


9.3 The Earth Sciences Sector, which is composed of the Geological 
Survey, Earth Physics, and Surveys and Mapping Branches, is responsible for 
ensuring the availability of geological knowledge about the mineral and energy 
resources of Canada, providing knowledge of the dynamic processes and hazards 
of the Canadian landmass (for example, earthquakes), publishing topographical 
maps, and conducting surveys of federal lands. 


9.4 The Research and Technology Sector includes the Centre for Mineral 
and Energy Technology (CANMET), the Centre for Remote Sensing (CCRS), and 
the Explosives Branch. CANMET co-ordinates federal research efforts in mining 
and energy. CCRS develops and demonstrates systems to disseminate remote 
sensing data from aircraft and satellites. The Explosives Branch regulates the 
manufacture, storage and sale of explosives. 


I) The budget for 1981-82 was just over $165 million. Personnel costs in 
the form of salaries and wages and benefits represent 58 per cent of total costs. 
Over a four-year period ending in 1981-82, the operating and capital budget 
increased by an average of 8.1 per cent a year, and authorized person-years 
decreased by 3 per cent during this period. Exhibit 9.2 illustrates the distribution 
of expenditures within MESP, and Exhibit 9.3 compares MESP expenditures with 
those of the Energy Program. 


BO In the past few years, MESP has experienced unprecedented changes 
that are having a major impact on its historic roles and activities. The growth of 
the energy program has required new types of earth science information; tech- 
nological advancements in the areas of satellites and computers have had a 
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Exhibit 9.1 


DEPARTMENT OF ENERGY, MINES AND RESOURCES 
MINERALS AND EARTH SCIENCES PROGRAM 
SUMMARY ORGANIZATION CHART - 31 MARCH 1982 


Minister 


Minister of State 
(Mines) 


Deputy Minister 
Associate 
Deputy Minister 
Personnel and 


Management Practices 
Sector 


Finance and 
Administration Sector 


Research and Technology Mineral Policy Earth Sciences 
Sector Sector Sector 


Canada Centre for 
Mineral and Energy Mineral Development 
Technology (CANMET) 


Geological Survey 
of Canada 


Canada Centre for 
Remote Sensing Mineral Supply Earth Physics 


Office of Energy 


Research Development infemmatioreoy stents Surveys and Mapping 


Economic and 
Explosives Financial Policy Polar Continental Shelf 
Analysis 
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significant impact on CCRS and on Surveys and Mapping Branch. The federal 
government's priority on mineral policy has significantly changed the role of the 
Mineral Policy Sector and some of the priorities of the Earth Sciences and 
Research and Technology Sectors. 


J37 The Mineral Policy Sector is currently expanding its role in areas such 
as international minerals and regional development. This could involve consider- 
able increases in budget and changes in personnel. To ensure value for money 
major changes in the responsibilities of this Sector must be properly planned. 


9.8 In the Earth Sciences Sector, the Geological Survey has had to respond 
to the expanded information needs of the Energy Branch. This has shifted some of 
the emphasis of Geological Survey of Canada from developing basic geoscientific 
data to providing policy and regulatory information for resource assessments and 
special projects. The Branch now has to balance these new demands with its trad- 
itional activities and with limited increases in resources. In the Surveys and 
Mapping Branch, the compilation of maps is being revolutionized by applying 
digital methods and computers. This could immensely improve the productivity of 
the Branch's operations and change other ways in which the Branch fulfils its role 
in the future. 


9.9 The expenditures of MESP have an impact that reaches far beyond its 
$165 million budget. The earth science information and the technology developed 
by the Program are vital to the identification, development and management of 
mineral and energy resources. They provide the basis for assessing petroleum 
resources, locating new sources of ore and improving mineral processing. 
Similarly, mineral policy and information can have a continuing influence on the 
viability of the mining industry. The minerals and metals industry is responsible 
for 20 per cent of total Canadian exports, 4.6 per cent of GNP and 130,000 jobs 
and is the major employer in 175 Canadian communities. 


9.10 The current changes in the Department's role with respect to mineral 
and energy policy have an important impact on the roles, functions and priorities 
in MESP. The thrust of the federal government in the energy field and the 
mineral policy area and the recognition of the importance of geoscience inform- 
ation in the recent federal economic policy statement have placed new pressures 
on MESP to link its scientific and technical activities to achieving the economic 
goals of the government, particularly with respect to energy and minerals. This 
has been reinforced by placing MESP within the economic envelope of the Policy 
and Expenditure Management System. MESP must also adjust to the increased 
role of the provinces in resource development, remote sensing, geological surveys 
and surveys and mapping. 


Poll These changes have implications for major management processes such 
as planning, human resource management and financial management. Our review 
of MESP indicates that this organization has been able to respond well to some of 
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Exhibit 9.2 
DEPARTMENT OF ENERGY, MINES AND RESOURCES 


MINERALS AND EARTH SCIENCES PROGRAM 
DISTRIBUTION OF EXPENDITURES FOR 1981-82 


(in thousands of dollars) 


Grants and Contributions 
$3,538 (2.1%) 


Capital 
$8,574 
(5.2%) 


Purchased 
Repair and 
Upkeep 
$2,401 (e996) 


Utilities, 

Materials and 
Supplies 
$10,087 
(6.1%) 


$6,156 (3.7%) 


Salaries, Wages and 
Other Personnel Costs 
$96,092 (58%) 


Professional and 
Special Services 
$29,808 (18%) 


Information 
$1,325 (.8%) 


Transportation 


and Communications 
$ 7,367 (4.5%) 
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these changes by improving the management practices that have existed in the 
past. In areas where significant re-assessment of the approach or role of a Branch 
has been required or where central management policies have been needed to 
guide the activities of a number of branches, MESP has had difficulties. 


9.12 Many of the Program's current management practices are suited to the 
roles and activities MESP has traditionally performed; however, the recent 
changes require improved planning, including an enhanced capacity to assess the 
financial and economic effects of new initiatives, and new management policies 
and capabilities. 


9.13 We found that MESP did not undertake sufficient studies or analyses of 
the economic implications of many of its scientific and technical information 
activities. In addition, the Mineral Policy Sector has not yet developed a full 
capability to analyse the international supply and demand of minerals or the 
effects of economic policies on the Canadian mining industry. 


9.14 MESP has been making considerable efforts to improve its capability 
to analyse fully the trends and influences that affect its mandate. However, the 
Program is hard pressed to make the necessary improvements while at the same 
time accomplishing its current work. Further improvements in strategic planning 
are necessary so that the Program can assess its current activities in light of 
changing circumstances and develop new approaches to accomplish its objectives. 
This is particularly important as the Program considers new functions in areas 
such as mineral policy and off-shore resource assessment, and new technologies 
for computer mapping and remote sensing. MESP has recognized that it must 
develop and refine its skills in strategic planning and link the plans to operational 
activities and human resource requirements. 


9.15 Human resources in MESP make up 58 per cent of expenditures. Over 
two-thirds of the personnel in the Program are involved in scientific or technical 
occupations such as research science or engineering. The success of MESP 
depends to a large extent on availability of specialist skills and proper manage- 
ment of staff. Because the Program does not plan for its human resources, stra- 
tegic and operational decisions are being made without adequate consideration of 
this major factor. Weaknesses in human resource planning have resulted in short- 
ages in occupational groups including petroleum geologists and geophysicists. 
Without further improvements in human resource management, the Program will 
have difficulty in acquiring the personnel to carry out its present and projected 
functions and in making the best use of its people. 


9.16 Surveys and Mapping Branch is a world leader in applying the advanced 
technologies of the computer and satellite age to increase the efficiency of map 
preparation. However, the Branch has had to operate in the horse and buggy age 
when it comes to printing maps. Printing operations are inefficient and costly, 
partly because of obsolete presses. Although the Branch has presented capital 
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Exhibit 9.3 
CEPARTMENT OF ENERGY, MINES AND RESOURCES 
DISTRIBUTION OF EXPENDITURES AMONG DEPARTMENTAL PROGRAMS 
FOR YEAR ENDED 31 MARCH 1982 
$3.8 billion 
$3.5 million 
$162 million 
$1 million 
Energy Program Minerals and Administration Programs 
Earth Sciences 
Program 


Operating and Capital 


246 


Department of Energy, Mines and Resources 


submissions for new printing presses, the necessary decisions have been delayed 
for several years because of a dispute between the Department of Supply and 
Services and the Surveys and Mapping Branch concerning their respective authori- 
ties to print maps. This issue needs to be resolved quickly to avoid continued 
inefficiencies in printing operations. 


I The recent changes affecting the Program have increased the require- 
ments for central plans and guidelines in electronic data processing and security. 
Because the activities of MESP include developing, storing and transmitting 
scientific and technical information, the use of computer technology has consider- 
able potential to help increase productivity. Advancements in the area of mini 
and micro computers have opened up a whole new range of possibilities for 
accomplishing the work of the Program. MESP does not have adequate planning 
mechanisms in place to capitalize on these technological advancements and to co- 
ordinate the acquisition and use of computers throughout the Program. Manage- 
ment needs to establish an EDP plan that would articulate the role that computers 
will play in producing, disseminating and storing scientific and administrative 
information for each of the branches and sectors as well as for the program as a 
whole. 


9.18 Since more and more information is being stored on computers, there 
is also a need to develop security procedures to ensure the protection of critical 
or valuable data and to undertake risk assessments which would evaluate the costs 
of replacing information in relation to the cost of protecting it. 


p19 As a result of the Comptroller General's IMPAC survey, the Depart- 
ment initiated a Management and Control program (MAC) to improve manage- 
ment and accountability. After some initial improvements as a result of this 
program, MAC has become increasingly irrelevant to the problems and manage- 
ment requirements now facing MESP. For example, improvements in strategic 
planning, human resources management, and central policies in EDP are not 
formal parts of the MAC plan at this time. In addition, a management accounting 
and reporting system was developed under MAC at a cost of over $225,000. This 
system is still in the pilot project stage, and it is not clear that it can or should be 
implemented. 


7-20 MESP is faced with many problems in managing change. The Program 
needs to develop new capabilities in strategic planning, human resources manage- 
ment and development of central policies. To manage this change process 
successfully, MESP needs to re-assess its current initiatives and augment its 
present capabilities in critical management areas. 
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Audit Scope 


9321 The comprehensive audit of the Department of Energy, Mines and 
Resources is being conducted in two phases -- the Minerals and Earth Sciences 
Program and the Energy Program. 


9.22 The comprehensive audit of the Minerals and Earth Sciences Program 
included all the major branches in the Program. It also included those research 
functions of the Program that were covered in our audit of Research and 
Development, reported in Chapter 2 of the 1981 annual Report. 


9.23 Our audit concentrated on the major management processes that have 
a significant impact on the operations of each Branch and on the Program as a 
whole. These are strategic and operational planning, financial management and 
human resource planning. In addition, we addressed other management areas, 
including evaluation and EDP. Because of the importance of technology transfer 
and the transfer of technical and scientific information in the Department, we 
also examined these activities. 


9.24 At the time of the audit, there was a considerable amount of review 
activity in the Department. EMR was conducting an A-base review with Treasury 
Board of all its branches; it had just completed an internal audit of the Geological 
Survey; and several evaluations had been completed by the Program Evaluation 
Branch. We built on this work where appropriate. 


Observations and Recommendations 
Management Functions and Processes 
Planning 


Se ae, Planning provides a framework for reviewing existing functions and 
defining new roles and activities that will be required to meet changing 
requirements. We audited both strategic and operational planning in MESP. 


9.26 In the audit of strategic planning, we examined whether the program 
assessed the demands from its various clients or users, analysed and forecast key 
trends that affect the program, such as shifting international market demands, 
reviewed alternative approaches for achieving the objectives of the Program, and 
assessed the financial and economic impacts of program alternatives. In addition, 
we examined the links between strategic planning, operational planning and human 
_ resources management. 


9.27 MESP's primary strategic planning activity, until the end of 1981, was 
developing strategic objectives and preparing a strategic overview. These efforts 
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helped to clarify objectives and provide a better accountability framework for the 
Program. Within the branches, the major focus of planning was on specific 
projects or operations. Although this planning on a project-by-project or 
operations basis was generally adequate for the circumstances, it has not proved 
to be sufficient to deal with the major changes now affecting the Program. 


920 Some examples of the weaknesses in strategic planning that emerged 
as a result of this situation are as follows: 


- The Mineral Policy Sector did not analyse fully the impact of 
international market trends on the economic viability of the 
mining industry. 


- Geological Survey of Canada did not formally analyse the funda- 
mental changes that were affecting its organization as a result 
of increasing demands for information from the Energy Branch 
and other departments. 


- Surveys and Mapping Branch did not fully assess the impact of 
digital information and computer mapping on the roles and oper- 
ations of the Branch. 


9.29 As a result of these shortcomings, management has recently taken a 
number of positive steps to improve strategic planning. The Mineral Policy Sector 
is now redefining its role and functions in the context of its changing mandate and 
it has made some efforts to improve its capacity to undertake economic analysis. 
Both the Earth Sciences and Research and Technology Sectors are also reviewing 
their activities as part of the Mineral Policy review. In the Earth Sciences 
Sector, a series of futures conferences have been conducted to discuss some of 
the long-range issues facing the organization. A major problem facing the 
Program at this time is that many branches do not have adequate capabilities to 
re-assess their existing activities in light of new priorities. Major changes in roles 
or functions require a comprehensive re-assessment of human resource require- 
ments, operational plans and projects, as well as a re-assessment of the impact of 
new functions on established and potential clients. In the past few months, MESP 
has taken some steps to overcome these weaknesses in strategic planning by 
developing improved planning capacities at the sector level. 


9.30 In implementing improvements to strategic planning within MESP, the 
Sectors should establish strategic plans in co-operation with the branches. The 
plans should outline how current and projected activities will be adjusted in light 
of changes affecting the Program. 


The Department has recognized the need for a Corporate Planning 
Group, to deal specifically with department-wide and program-wide 
issues. Thus, the Department has recently restructured the former 
Co-ordination and Priorities Branch to incorporate Strategic Planning, 
Central Agency Liaison, Evaluation Branch, and the Office of the 
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PEMS Co-ordinator. This group co-ordinates the revision of Strategic 
Objectives and the production of the Strategic Overview on an annual 
basis. These documents aggregate the strategic planning carried out 
by Sectors in co-operation with Branches. 


9.31 We audited the Minerals Policy Sector and the Earth Physics, Explo- 
sives, and Surveys and Mapping Branches with respect to operational planning. In 
MESP, operational plans do not include human resource considerations in terms of 
skills needed or availability. For example, the Minerals Sector submitted 
operational plans based on the assumption that all positions were staffed when, in 
fact, during the previous year some divisions were 50 per cent understaffed. In all 


projects we reviewed, delays and terminations were related to human resource 
availability. 


9.32 MESP should incorporate human resource considerations, such as skills, 
and availability into operational plans. 


The Auditor General's concerns over the integration of Operational 
Activities, Strategic Planning and Human Resource requirements will 
be addressed by the group described in the previous response. 


Insofar as possible, managers take human resource considerations into 
account in the preparation of operational plans. However, as a result 
of unusually high demand for certain scientific specialists, e.g., those 
related to hydrocarbon exploration and development, shortages have 
occurred. The salary differential between the private and public 
sectors has made the recruitment of new professional staff especially 
difficult. The situation is exacerbated by the long university training 
period required of such specialists. 


Human Resource Management 


joy) MESP is composed of a group of highly specialized scientific and 
technical employees. The salaries and wages and other personnel costs for the 
2,922 employees of the Program make up 58 per cent of total MESP expenditures. 


9.34 The success of MESP is dependent on the quality of its human 
resources and its ability to attract and retain properly qualified scientific and 
technical staff. Because 69 per cent of the total staff is involved in scientific and 
technical occupations, it is of critical importance that the Program give proper 
recognition to the special needs and characteristics of these groups. 


9.35 Human resource management in MESP is primarily the responsibility 
of Program management. It is supported by the Personnel Branch which is 
composed of a headquarters personnel unit and four branch units. The Personnel 
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Branch reports to the Assistant Deputy Minister of Personnel and Management 
Practices. 


9.36 Our audit of human resource management covered six branches and 
the Personnel function. Our work concentrated on human resource planning, 
training, and human resource information systems. 


9.37 The Department has not stressed the importance of the human 
resource component of MESP, and, as a result, Personnel has not been active in 
analysing the present and future requirements of MESP. 


9.38 MESP is not doing human resource planning in any formal or systemat- 
ic manner. There are no plans to deal with long-range human resource 
requirements, to accommodate changes in skills resulting from technological or 
policy changes, or to develop scientific staff to assume management positions. 
However, some initiatives have been taken to deal with shortages in the 
petroleum geologists' group, to increase representation of French-speaking 
Canadians and to achieve equal opportunity objectives. 


9.39 At the time of our audit, the information provided in the strategic and 
operational plans was not specific enough in terms of skills or required specialities 
to determine human resource requirements. 


9.40 The Personnel Branch has established a small human resource planning 
capability, but it has spent most of its time identifying issues for the purposes of 
preparing the personnel management plan as requested by Treasury Board. 
Because there has been little, if any, support by MESP management for human 
resource planning, the major activities of Personnel Branch have been to provide 
services for staffing, classification, and pay and benefits. 


9.41 As a result, several problems are being experienced. For example: 


- Earth Sciences Sector is having difficulty recruiting and 
retaining scientists in areas such as petroleum geology and 
geophysics. Planned initiatives in areas such as off-shore 
resource assessments or sea-bed mining will require specialized 
skills, which are currently in short supply. 


- Surveys and Mapping Branch does not have a sufficient influx of 
new personnel and new skills to take full advantage of the 
advances in computer mapping. 


In many of these areas, the expertise is not easily available. It often takes six to 


eight years of university training to develop highly specialized research personnel. 
Without proper human resource planning, which would assess the present human 
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resource capabilities in relation to the long-term needs of the Program, and then 
identify the gaps that will result from turnover, retirement or insufficient skills, 
MESP will continue to have major problems in this area. 


9.42 The Management Practices Sector has recently recognized the 
problems in human resource planning and has engaged consultants to analyse the 
supply of and demand for scientific and technical personnel. The preliminary 
results of analysis indicates that shortages can be expected over the next six 
years in specialty areas such as geology and geophysics. Many of the areas where 
shortages are expected are important in terms of achieving the planned initiatives 
of the Program. For example, marine geologists will be essential to off-shore 
resource assessment activities; however, at present, no Canadian graduates are 
expected in this area over the next six years. 


9.43 MESP should develop human resource plans that are closely linked to 
the strategic and operational plans of the Program. 


9.44 MESP should establish a centre of expertise for human resource 
planning to assess long-term human resource requirements and availability, 
develop action plans for dealing with identified shortages and surpluses, and make 
the necessary proposals to management as well as to Treasury Board and the 
Public Service Commission. 


The Department agrees. Departmental Headquarters has been taking 
steps to strengthen the existing quality of and leadership in, human 
resource planning. A concerted effort has been made to improve the 
quality and practicality of the yearly Personnel Management Planning 
(PMP) process for the Department. Efforts are being made to closely 
integrate this with the Strategic Overview and Operational Plans of 
the MESP. Potential linking activities are being reviewed to make 
progressively stronger human resource planning matching with future 
Strategic Overview exercises. 


9.45 Training. Training has received a low priority in MESP over the past 
several years. The original Training Branch, which was once composed of six 
persons, had a complement of two at the time of our audit. To maintain some 
capability, the training for the whole Department was recently consolidated under 
the Director of Personnel (Energy). 


9.46 At the time of our audit, training needs were identified in an ad hoc 
way and were not related to operational requirements of the organization. As a 
consequence, there was no process in place to tie training to work requirements, 
or to help ensure that training provided is, in fact, appropriate. Although the 
Department is taking some positive steps in this area by developing a training 
policy, its training programs have yet to meet the organizations’ needs for new 
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skills such as those required as a result of changing management requirements and 
technological developments. 


9.47 MESP should ensure that training needs are identified in relation to 
the human resource requirements identified by strategic and operational plans and 
that its training programs are evaluated to determine the extent to which they 
meet Program needs. 


The Department agrees. To a certain degree this recommendation has 
been met on a piecemeal basis in the past. However, a Headquarters 
focal point for meeting these requirements is being planned and will 
centre in the Personnel and Management Practices Sector. This 
proposed departmental focal point would be the centre of expertise 
needed to integrate all activities aimed at identifying and meeting 
short and long-term needs for professional and other human resource 
requirements, 


Beginning with the personnel planning now in progress for fiscal year 
1983-84, the training needs of all departmental employees will be 
determined as an integral part of the strategic and operational plans 
and the annual human resources planning activity rather than separate 
and apart from them. Managers will be requested to identify the 
specific training needs of each individual employee arising from his or 
her job requirements. The manner in which these training needs will 
ultimately be met will be the subject of a discussion between the 
Manager and the departmental Training Development Section. An 
important focus of these joint discussions will be the most effective 
means of providing the requisite training. 


It is a goal that all training programs be evaluated to determine the 
extent to which they meet program needs, To assist in this activity, 
the Training and Development Section shall be seeking the assistance 
of the Program Evaluation Branch of the Office of the Comptroller 
General as well as the Departmental Program Evaluation Branch. The 
aim in evaluating training for the MESP Program as well as all other 
departmental training will be to ensure that it meets the identified 
needs efficiently and effectively. Failure of any training programs to 
meet these needs will result as appropriate in their modification, 
termination or replacement by redefined and restructured training 
programs, 


Financial Management 


9.48 Because the Minerals and Earth Sciences Program is highly decentral- 
ized and the various Branches and Sectors operate with a considerable amount of 
autonomy, there is a need for strong financial management capabilities at both 
branch and corporate levels, To achieve this, the financial management function 
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has been organized so that the corporate level provides policy guidance and co- 
ordination and maintains the central accounting system; the remaining financial 
responsibilities rest with branch officers. 


9.49 We found that the performance of the financial function is generally 
satisfactory, although there are some common and important systems develop- 
ment problems relating to the introduction of the management accounting and 
reporting system (MARS). Because of these problems, the system, which has been 
under development for three years, has not proceeded past the pilot project phase. 


9.50 MARS has been developed in response to government initiatives in the 
area of financial management and accountability and is intended to supplement 
the existing financial information system. Specifications for MARS were 
developed without adequately surveying the intended users. The result was that 
certain important features were omitted, while other features, with limited 
application, were included. Since MARS cannot meet the specific needs of all 
branches, some branches must continue to supplement it with their own systems. 
The identifiable costs during the 1981-82 fiscal year for the development of 
MARS are more than $225,000. This represents one year's expenditure in a three- 
year program. The Department has recognized the problem with MARS and is 
currently preparing modifications to the system. 


9.51 The Financial Administration Branch should undertake a thorough 
assessment of the appropriateness of MARS in relation to the needs of various 
users. 


The recommended assessment has been undertaken and the need for 
certain system modifications has been identified. The departmental 
MARS Steering Committee is reviewing these modifications and will 
proceed with the required developmental work. 


Mineral Policy Sector 


Se The Mineral Policy Sector serves as a principal policy development and 
advisory unit to the Department with respect to the mining industry. Its current 
budget is $7 million and it has 137 person-years. The Sector also provides advice 
to the Minister of State for Mines, Minister of State for Economic and Regional 
Development and other departments on policy issues related to the minerals 
industry. These issues can include the economic consequences of mine closures 
and of international competition as well as the health and safety of miners. Its 
primary objectives, as outlined in the 1981-82 Strategic Overview, are to: 


- assess Canadian and world mineral supply capability; 


~ evaluate and monitor key factors influencing Canadian and world 
demand; 
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- co-ordinate development of federal policies and strategies in 
mineral development; and 


- assist less developed countries to develop their mineral resources 
in a manner complementary to Canada. 


bis In the past, the Mineral Policy Sector has focused primarily on provi- 
ding information and analyses of trends and developments in the minerals industry 
and preparing commodity reports for use by the private and public sectors. The 
recent Mineral Policy discussion paper, as well as changes in the roles of ITC, 
DREE and External Affairs, will now require the Sector to develop policy and 
economic analysis skills that have been, to a large extent, absent. The Sector is 
now assuming a lead role in researching and defining the federal policies for EMR- 
sponsored mineral development agreements with provinces and the departments. 
These changes require the Sector to review its mandate and upgrade its policy 
development capabilities. 


9.54 The rapid changes in the role of the Mineral Policy Sector require 
active strategic planning to determine possible alternatives and to figure out how 
the Sector can best meet its mandate with its current and projected resources. 
We found that, over the last year, the Sector's strategic planning capability has 
progressed substantially. At this point, the Sector is developing a clearer idea of 
its role and purpose and is improving its capabilities to monitor and analyse 
mineral trends, assess alternative roles in relation to other departments, 
provinces and the industry, and co-ordinate with other organizations which affect 
mineral policy. Despite these positive steps, further improvements are necessary. 


9355 The Sector still does not have sufficient capability to analyse the 
economic effects of alternative policy directions or international trends. These 
are an increasingly important aspect of the mineral industry. The Sector has not 
developed the expertise to assess alternative roles for itself and has not 
established a clear process for developing and reviewing strategic issues. Finally, 
there are no clearly stated assumptions for analysing alternative strategies. For 
example, assumptions about mining trends and international minerals prices are 
essential because they provide the basis for the strategic planning process. The 
organization plans to expand its budget and person-years significantly in the next 
few years to meet its new responsibilities. Without an improved capability to 
assess the costs and benefits of new initiatives and their impact on achieving 


objectives, the Mineral Policy Sector will not be able to ensure value for dollars 
spent. 


9.56 The Mineral Policy Sector should develop an increased capability to 
undertake strategic planning, and it should develop a clear process within the 
sector to link strategic objectives with operational and human resource planning. 


The Mineral Policy Sector recently created a Personnel Development 
Planning Committee reporting to the Assistant Deputy Minister to 
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establish a basis for identifying training and development needs and to 
establish criteria for the priorization of training selection in order to 
develop a revised 1982-83 training plan and to establish a rationally 
determined training plan for subsequent years. 


9.57 Operational planning in the Mineral Policy Sector is inadequate. We 
noted inconsistencies between the resource forecasts in various planning docu- 
ments. Operational plans were developed assuming a full staff complement when 
some divisions were up to 50 per cent under-staffed. There are insufficient 
guidelines in the organization for linking operational plans to strategic plans. 
Reviews of projects have not been conducted to assess their contribution to 
operational goals. 


9.58 The Sector should develop operational plans that reflect staff avail- 
ability as well as any other factors that will substantially affect the integrity of 
the plan. 


In developing any operational plan, a Sector has two choices: it can 
assume all authorized positions will be staffed and develop plans which 
will utilize all its resources, or it can assume it will only have the 
resources on hand at the beginning of the planning period to carry out 
work during the period. Given the practicalities of the two alterna- 
tives and given that the classification of ES positions was a major 
problem during the audit period, the Mineral Policy Sector chose to 
develop operational plans as if all resources would be obtained. The 
Sector, however, has taken this recommendation under advisement. 


9.59 The Sector does not have an adequate human resource planning system 
to meet its changing requirements over the next few years. It is currently 
encountering difficuities in acquiring French-speaking staff and people with 
international mineral experience. To establish the necessary human resource 
levels and capabilities needed to meet its expanding role, significant improve- 
ments will be required in human resource planning and training. Without these 
improvements, strategic overviews will not include key factors such as the 
availability of mineral economists. Operational plans would thus be developed 
without adequate consideration of staff availability and capabilities. 


9.60 The Mineral Policy Sector should develop a human resources plan that 
is closely linked to the projected operational requirements of the organization. 
This plan should include forecasts of human resource needs and availability and 
action plans to acquire or train required staff. 


The Mineral Policy Sector is taking measures to implement this 
recommendation. However, the development of a long-range plan for 
the Sector is dependent on the results of the Mineral Policy Review 
which is now being completed by the Sector. 
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Surveys and Mapping Branch 


9.61 The Surveys and Mapping Branch is the national organization responsi- 
ble for mapping Canada. The activities of the Branch include establishing and 
maintaining the national geodetic system of reference monuments, collecting and 
distributing topographical and geographical information on the Canadian land- 
mass, and producing, distributing and selling maps and charts for public, industrial 
and military use. Surveys and Mapping has 961 person-years and a budget of $40.4 
million. 


9.62 In the past, the Branch has been concerned primarily with carrying out 
its operational activities. However, the advancement of new technologies, espe- 
cially computerized mapping from digital information, has created new functions 
for the Branch and new ways of accomplishing existing tasks, It has also created 
new requirements for a strategic planning process that will help in planning the 
changing activities of the Branch in relation to other branches of EMR, other 
federal departments, the provinces, industry and the public. 


9.635 Organization. The Surveys and Mapping Branch is organized into six 
divisions: Geodetic Survey, Topographical Survey, Legal Surveys, International 
Boundary Commission, Geographical Services and Reproduction and Distribution. 
A Branch Headquarters Unit is responsible for overall management. 


9.64 We audited the Branch Headquarters Unit, and the Topographical 
Surveys, Legal Surveys, and Reproduction and Distribution Divisions. 


9.65 Planning. Several major changes have direct implications for planning 
in the Branch. The introduction of computer technology into the surveying and 
mapping process is a major element in many divisions, particularly the Topo- 
graphical Surveys Division. Digital mapping, computerized geographical informa- 
tion systems, sophisticated positioning systems for geodetic surveying and the 
increasing role of the provinces in mapping could shift the emphasis of the Branch 
from map production to storage and retrieval of data held in decentralized data 
banks, In the long run, remote sensing has some potential to increase the 
efficiency of topographical mapping. 


9.66 At the time of our audit, the Branch had not fully assessed the 
strategic issues facing the organization or the potential of new approaches that 
could assist it to accomplish its mandate more efficiently. Planning is satisfac- 
tory in most respects, but it deals mainly with daily operating activities like 
producing maps or carrying out surveys, Management has had difficulty divorcing 
itself from these daily concerns so that it can assess new approaches or 
alternatives for accomplishing the organization's mandate. 
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9.67 Surveys and Mapping Branch has recently begun to assess its changing 
role in response to the potential of digital mapping and develop new approaches to 
carrying out its functions. At the time of the audit, however, the Branch had not 
developed any formal plans in this regard. 


9.68 The Surveys and Mapping Branch should develop a strategic plan that 
outlines how the role of the Branch is expected to change over the next few years 
and the implications of this for organizational arrangements, budget expenditures, 
human resource requirements and relationships with clients. 


Studies are currently under way to define the future role of the 
branch, taking into account organizational structure, relationships 
with clients and the need for human and financial resources. A report 
and recommendations are expected to be considered during the next 
fiscal year. 


9.69 Inventory management. The Reproduction and Distribution Division 
currently stocks 15,000 map titles, distributing them through mail order, 7 
consignment centres and 850 sales outlets at the rate of 3 million sheets per year. 
The Division also prints some 3,000 different titles annually for a total volume 
approaching 8 million copies. About half of this is contracted out. 


9.70 The techniques for managing and controlling production and inven- 
tories of stock for distribution are not adequate and do not reflect modern indus- 
trial management practices. 


9.71 The Reproduction and Distribution Division's inventory of maps aver- 
ages 20 million sheets at a wholesale value of $25 million. A current agreement 
with the Department of National Defence requires 400 copies of every map to be 
stocked at all times for emergency use. The Division does not use modern 
inventory management practices to ensure that stock levels of maps are not too 
high in relation to DND requirements and other demand. These practices would 
take into consideration such things as estimated demand, production levels, 
storage capacity and costs, and scheduling concerns. Excessive inventories of 
maps result in additional operating expenses and higher storage costs and 
ultimately lead to large quantities of obsolete maps. The Branch disposes of as 
many as 850,000 to 1,000,000 copies a year as a result of its map revision 
program. 


O212 The Division has recognized that there are inventory control and 
distribution shortcomings and intends to implement a computer-based system to 
help overcome them. This system will, however, mechanize only record keeping 
and control transactions. Thus, the Division may remain unaware of the inventory 
and production levels appropriate to meet demand and reasonable service levels. 
A technique for establishing inventory levels is needed to reconcile demand with 
production and procurement capacity. 
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Above, a photo of an old press in use in the Surveys and Mapping Branch; below, 
an example of anew press. The Department estimates that if it had replaced one 


of its small presses in 1975-76 at a cost of $150,000, it would have saved $900,000 
in operating costs alone over a five-year period. 
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9.73 The Surveys and Mapping Branch should establish an inventory 
management system that reflects modern industrial practices. 


The Department agrees. Management has implemented a project to 
determine the most economical production and inventory levels for the 
branch. 


9.74 Printing operations. Printing operations are inefficient and costly, 
partly because the presses are obsolete. The Branch's eight two-colour presses 
print about eight million copies of maps a year in up to nine different colours. 
Because the current presses have a limited colour capacity, some maps must be 
passed through the presses four times to obtain the necessary colour combination. 


9.75 The Branch has prepared capital submissions for the funds necessary to 
replace its existing presses with computer-controlled four-colour machines. 
These will enable it to accomplish current workloads with six fewer personnel and 
only two presses. The Department estimates that if it had replaced one of its 
small presses in 1975-76 at a cost of $150,000, it would have saved $900,000 in 
operating costs alone over a five-year period. 


9.76 The replacement of the Branch's printing presses has been under 
discussion with Treasury Board and the Department of Supply and Services (DSS) 
over the past few years. The issue has not been resolved because of a dispute 
between DSS and EMR concerning their respective mandates with regard to 
printing. 


Sad] The issue of acquiring adequate printing presses should be resolved 
quickly to avoid continued inefficiencies in printing operations. 


Agreed. This issue has been discussed by DSS, EMR and Treasury 
Board. A decision is expected shortly. 


9.78 Human resource planning. The Branch's staff costs amount to over $24 
million, approximately 60 per cent of the annual expenditures of Surveys and 
Mapping. The technical and professional work force must be able to respond to 
continuous technological change. 


9.79 We found that the Branch does not undertake systematic human 
resource planning. Human resources are projected on a numerical basis only; 
there is no specification of the skills required of individuals or how the existing 
work force is to be prepared for technological change. Training needs are 
identified haphazardly and are not evaluated in terms of future Branch require- 
ments. 
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9.80 The Branch has undertaken some staff training in preparing perfor- 
mance appraisals, developing skill inventories in Topographical Surveys and 
setting up career development plans in Geodetic Survey. The steps that have been 
taken do not add up to human resource planning at the Branch level. 


9.81 The Branch is aware of its weaknesses in this area and has recently 
engaged a consultant to develop a human resource planning system. 


9.82 The Branch should introduce a human resource planning system which 
is directly linked to strategic and operational planning. The system should project 
human resources requirements and training activities and should propose action 
plans to close identified gaps and deal with problems, 


As the result of an A-Base Review earlier this year, the Branch is 
undertaking a study of its human resource requirements. A human 
resource planning framework will be finalized in November 1982 with 
implementation of the system planned for fiscal year 1983-84. 


9.83 Security. We observed that there is a lack of central security policy 
and central security function to guide MESP in its handling and storage of 
valuable data, For example, in the Surveys and Mapping Branch we found that 
security systems are not adequate with respect to storage and access control. 
The 1982 A-Base Review of Surveys and Mapping indicates that there are no 
duplicates of air photo negatives; the originals have a replacement value of $137 
million. The Review also points out that reproduction materials, or "artwork", 
from which maps are printed need secure storage along with air photo negatives. 
Digital data for topographical map compilation is not stored securely and in 
duplicate. The same is true of much of the geodetic survey data, although the 
Geodetic Survey Division has a partially completed program under way to solve 
this problem.. The present replacement value of digital topographical data is $1 
million, Once all topographical information is stored in this form, the figure will 
increase to over $70 million. 


9.84 The Department is aware of security shortcomings throughout EMR, 
and the Internal Audit Branch plans to conduct a security audit in the near future. 
Our section on EDP deals further with this subject. 


Earth Physics Branch 


se) The Earth Physics Branch provides expertise, information and advice 
regarding geophysical processes that can affect resource development. This 
Branch, which has a budget of $9.9 million and 169 person-years, has shifted its 
emphasis in the past few years from scientific research to providing technical 
advice to a variety of governments and private sector organizations on questions 
such as geophysical hazards affecting hydro dam construction or damage caused 
by the construction of pipelines in permafrost zones, 
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9.86 As a small relatively cohesive organization, Earth Physics has been 
able to rely on simple management systems complemented by informal project 
planning, assessment and control. This has provided the Branch with sufficient 
flexibility to meet the changing demands for its services. 


9.87 We found that generally the Branch is managed well. It has been able 
to respond in the past to changes in operational plans, and project management 
systems have been developed that are well suited to the needs of the scientific 
character of the work. There is adequate review of projects and priorities on a 
continuing basis. 


Explosives Branch 


9.88 The objective of the Explosives Branch is to administer the Explosives 
Act and Regulations in the interest of public safety. The Branch has a budget of 
$1.4 million and a complement of 41 people. Its major functions are to authorize 
and test explosives, regulate their manufacture, sale, road transportation, issue 
licences and permits, and inspect to ensure compliance. 


9.89 We found that the management of operations is generally satisfactory, 
but could be improved by the better use of comparative data on actual against 
planned expenditures. For example, historical data could be used to estimate and 
classify inspections and to cost inspection tours. These standards could be com- 
pared to actual hours and dollars spent. In this way, the Branch would have the 
necessary information base to assess due regard for efficiency. 


9.90 The strategic overview for the Explosives Branch does not include all 
the strategic issues affecting the organization such as the introduction of new 
explosives, technological change, or the human resource requirements that will 
result from changes. By improving the analysis of these trends, the Branch could 
improve its capability to manage its operations and to respond to changes in the 
explosives field. 


9.91 Although Canada has a good safety record for the handling of 
explosives throughout industry, the Explosives Branch does not have a system or 
information base to measure its effectiveness in minimizing accident risk. For 
example, the Branch does not develop and analyse historical data which relate 
inspections and other activities to the frequency of accidents or analyse the 
effects of inspections conducted by other organizations such as the RCMP. 


9.92 The Explosives Branch should develop statistical information that will 
enable it to analyse the relationships of its activities to the frequency and risk of 
accidents. 
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Specific statistical analyses have not been developed because the 
accident rate and related risk of accidents are too low to justify, on a 
cost-effective basis, the additional resources which would be required 
for a formal rather than a judgemental approach. The priorizing of 
inspections involves the judgement of experienced inspectors together 
with company performance information recorded in appropriate files 
maintained by the Explosives Branch. 


Special Areas and Support Functions 
IMPAC 


9.93 In 1978, the Department initiated a Management and Control program 
(MAC) designed to remedy perceived weaknesses in management controls identi- 
fied during the Comptroller General's IMPAC survey of the Department. Twelve 
sub-projects were identified to achieve department-wide improvements in the 
same areas such as: 


- the process for identifying strategic objectives and revising long- 
term plans; 


- the links between budgets and operational plans; 
- reporting systems for performance indicators; and 


~ the use of cost-based accounting for financial reports. 


9.94 As a result of the MAC program, strategic objectives have been iden- 
tified for the Mineral and Earth Sciences Program and the internal audit and eval- 
uation functions are in place. However, other aspects of the program, such as the 
management accounting and reporting system (MARS), have not been as success- 
ful. This reporting system has been in the pilot project stage for three years, and 
it is not yet clear that it can or should be implemented. The development costs 
alone for this system exceed $225,000. 


9.95 The MAC program has contributed to developing an improved account- 
ability and management framework for MESP, but it has not kept pace with the 
Program's changing management requirements, For example, the MAC program 
does not include improvements in strategic planning or in human resources 
management. These are very important to the Program at this time. The 
Program has not fully re-assessed the relevance of the MAC program to its needs 
and has not developed a new action plan. 


9.96 The Department should undertake a complete re-assessment of its 
Management and Control Program with respect to MESP and develop a new 


approach based on the current and anticipated management requirements of the 
Program. 
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The concerns of the Auditor General over the implementation of the 
Management and Control system will be addressed through the PEMS 
Co-ordinator, who forms an integral element in the Strategic Planning 
and Evaluation Branch. As required, the MAC plan will be modified to 
reflect the changing requirements of the Department as they are 
identified, and new or modified systems will be developed for imple- 
mentation. 


Program Effectiveness Measurement and Reporting 


9.97 Program effectiveness evaluation is carried out by the Program 
Evaluation Branch in the Management Practices Sector. The Department has 
adopted a policy for program evaluation and a long-term evaluation plan and pro- 
cedures that generally conform to the Comptroller General's quidelines on 
program evaluation. The results of evaluation are reported to the Associate 
Deputy Minister and a Management Review Committee composed of senior EMR 
officials, The budget for 1981-82 was just over $300,000, and the staff 
complement was six person-years. To date, the Evaluation Branch has produced 
seven program evaluations, six evaluation assessments and seven related evalua- 
tion documents, Our examination covered the assessments and evaluations done 
after 1978 in relation to MESP. We examined evaluations of Explosives, Surveys 
and Mapping, and Geological Survey and the evaluation assessments of the Canada 
Centre for Remote Sensing and Mineral Development. 


9.98 We found that the evaluation assessments of remote sensing and the 
mineral development activity were satisfactory. The evaluation of the admin- 
istration of Explosives was not satisfactory because of inadequate measures of the 
effectiveness of the Program. The Geological Survey and Surveys and Mapping 
evaluations both relied on surveys of specific users to measure their effective- 
ness. These evaluations were satisfactory, but a more comprehensive method- 
ology could have included a survey of potential users such as the general public 
and central agencies, as well as some assessment of the economic value of the 
information produced and its economic effects. The evaluation results were 
properly reported to management and have resulted in changes at the Program 
level, 


9.99 The long-term evaluation plan adopted in 1981 and revised in 1982 has 
suffered significant delays. This plan was based on the assumption that the 
Program Evaluation Branch would obtain specified additional resources, At the 
time of our audit, these resources had not been provided. As a result, evaluations 
scheduled in the plan have been delayed, especially evaluations of the energy 
program. The Program Evaluation Branch needs to obtain the additional resources 
required to implement the long-term evaluation plan adopted by senior manage- 
ment or modify the plans accordingly. 


9.100 Our examination of the management of program evaluation showed 
that project management was inadequate. Two of the evaluations we examined 


265 


Department of Energy, Mines and Resources 


took considerably longer than originally planned. For instance, the evaluation of 
the remote sensing activity started in March 1979, and an evaluation assessment 
were only completed in April 1982. The evaluation of the Geological Survey of 
Canada started in July 1979 and was still in progress at the time of our audit. 
There are inadequate management controls over the planning and conduct of these 
evaluations. Too much time has been spent on lengthy evaluation assessments or 
descriptive analyses of programs. Terms of reference are vague and do not 
include detailed work plans or a calendar of evaluation tasks. Consequently, 
unplanned activities and reports have been added, and the purpose and method- 
ology of studies has been changed while evaluations have been in progress. 


9.101 The Program Evaluation Branch should reassess the time and resources 
devoted to carrying out evaluation assessments and develop an improved project 
planning and management system that clearly establishes and monitors the 
expected outputs of evaluation. 


A determined effort is now being made to limit the time and resources 
devoted to evaluation assessments, although variations will necessarily 
occur, depending on the size, complexity and maturity of the program 
component. Recently, management systems, including Branch Work 
Plans, Project Work Plans and Time Sheets have been adopted, which 
will be used to monitor and control all phases of program evaluation. 


9.102 To monitor program effectiveness, MESP needs to have in place 
effectiveness indicators that are specific to each activity. Since most of the 
branches of MESP produce scientific or technical information for a variety of 
users, one of the best ways of monitoring effectiveness is through continuous user 
feedback. In many branches, such as Earth Physics, Surveys and Mapping and 
Remote Sensing, there are formal mechanisms for ongoing communication with 
users. This includes an array of advisory committees such as the Geoscience 
Council, the Interdepartmental Committee on Remote Sensing, and the Industrial 
Advisory Committee on the Earth Sciences. We found that the branches use a 
wide range of informal mechanisms to monitor effectiveness. They include 
conferences, peer review and working relationships with industry, government and 
university contacts. These mechanisms are a good way to monitor the effective- 
ness of their activities. 


Electronic Data Processing 


9.103 MESP is primarily concerned with collecting, manipulating and dis- 
seminating large volumes of research data. Computer technology can therefore 
increase the economy and efficiency of data handling in the Program. Our review 
concentrated on EDP policy and planning, EDP acquisition, and EDP data security 
and protection. 


9.104 The largest source of computer services within the Department is the 
Computer Science Centre (CSC) which operates as an internal service bureau. It 
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was established in the early seventies as a service organization for the Depart- 
ment and for other governmental scientific groups. Whereas CSC controlled most 
of the EDP budget in the early seventies, it now represents only 33 per cent of a 
total annual expenditure of $18.6 million ($12 million for MESP),. The Department 
now has over 100 mini-computers, and several branches in MESP have their own 
computing centres, 


9.105 The rapid development of computer technology has provided many new 
opportunities to increase efficiency in processing scientific and technical infor- 
mation and in integrating information within the Program; for example, computer 
systems now automatically collect seismographic information. Automated infor- 
mation systems can not only increase the ability to transfer information between 
branches but they can ultimately improve access by users, 


9.106 At the time of our review, there was no evidence of department-wide 
EDP policies or strategies for the supply of computer services, or long-range 
management plans to meet computing requirements. The Department is aware of 
this situation and has retained the services of a consultant to assist it in preparing 
the EDP policy required by Treasury Board. This work has just begun. The 
importance of clear EDP plans and guidelines in realizing qains in the economy 
and efficiency in the Program needs to be further emphasized by senior 
management, 


9.107 We found that the present service role of CSC does not lend itself to 
developing overall plans for MESP with respect to applying computers to the work 
of the Program. At the time of our audit, an independent evaluation of the role 
of the Computer Science Centre had not been carried out to determine its 
effectiveness in meeting the needs of the Program in this regard and to explore 
alternative roles, functions and activities, 


9.108 The Department should review its approach to EDP services, develop a 
department-wide EDP plan that would articulate the role that computers will play 
in the production, dissemination and storage of scientific and administrative 
information for the Program as a whole. This review should include reassessment 
of the present role of the Computer Science Centre. 


The Department has established an independent EDP adviser who has 
developed a draft EDP policy along with a planning structure. This is 
currently (late September) being discussed at the senior management 
level. It addresses the areas of EDP, office automation, telecommuni- 
cations and data banks. The draft policy and plan will be submitted to 
the Computer Policy Committee of the Department in mid-October 
and to the Senior Management Committee of the Department for final 
approval early in 1983. A reassessment of the role of the CSC is 
included as part of this process. 


267 


Department of Energy, Mines and Resources 


9.109 There was no evidence of department-wide policies and procedures to 
guide MESP with respect to controlling EDP acquisitions, especially mini- and 
micro-computers, word processors and office automation equipment. Formal 
feasibility studies were available for only two of the seven cases we reviewed. 
EDP equipment of this type is the product of some of the most rapid and 
fundamental technological advances of recent years and it can, if properly used, 
greatly increase the efficiency of work by both scientific and administrative 
users, 


9.110 The Department should establish a policy to ensure that its acquisition 
of EDP goods and services conforms to Treasury Board guidelines, 


A policy to ensure that acquisitions by the Department of EDP goods 
and services conform to Treasury Board guidelines is incorporated in 
the departmental EDP policy and planning structure now being 
developed by the EDP adviser. 


9.111 Procedures for ensuring the protection of critical or valuable data are 
inadequate. Risk management methods, which would determine the costs of 
replacement in relation to the cost of protection, are not used. For example, 
Surveys and Mapping Branch has spent two years of work and $1.6 million to 
convert map data to digital information; it is not protected by off-site storage. 
Similarly, CCRS does not maintain duplicates of certain tapes containing 
irreplaceable source data. 


veleliyg The Department should conduct risk assessments with respect to the 
need for protecting valuable data and establish appropriate security procedures. 


Procedures for the conduct of risk assessments with respect to the 
need for protecting valuable data and establishing appropriate security 
procedures are incorporated in the departmental EDP policy and 
planning structure now being developed by the EDP adviser. 


Contracting 


9.113 Our government-wide study on contracting procedures is reported in 
Chapter 3. Within EMR, the audit was executed by a joint team from this Office 
and from the internal audit group. We found that departmental policies and 
procedures were inadequate to ensure compliance with Treasury Board directives 
and statutory regulations. In particular, existing circulars do not assign 
responsibility for the various functions in the contracting process. As well, there 
is no centralized system to monitor contracting practices and enforce central 
agency or departmental directives. 


9.114 This lack of central direction and control has led individual sectors 
within the Department to devise their own contracting procedures, often in 
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breach of existing regulations. In many cases, contracts were prepared only after 
the work or services had begun. 


9.115 With respect to service contracts, there was no formal evaluation 
made during, or at the end of, the contract period. Without written records, there 
is no documentation on previous performance and management may contract with 
firms that have already shown a lack of expertise. 


9.116 Following the submission of the internal audit report to senior man- 
agement at EMR this year, the Department is drafting new policies and 
procedures to improve management and control in this area. 


Technology Transfer 


9.117 Technology transfer ensures that the results of federal science and 
technology activities are used by other sectors such as private industry, provinces, 
municipalities, universities and non-profit organizations. We reviewed the Canada 
Centre for Remote Sensing (CCRS) and the Canada Centre for Mineral and Energy 
Technology (CANMET) to examine their technology transfer activities, Both 
organizations were discussed in Chapter 2 of our 1981 Report on research and 
development. 


9.118 CANMET has recently established a technology transfer organization 
and is implementing the recommendations on technology transfer that were made 
to the Department in our 1981 audit of Research and Development. 


9.119 - The Canada Centre for Remote Sensing is responsible for developing 
and demonstrating satellite and airborne remote sensing technology and for 
increasing its use through technology transfer. 


9.120 Our interviews revealed that CCRS is highly regarded by federal, pro- 
vincial and industry representatives in terms of its approach to technology 
transfer. CCRS successfully employs a broad range of technology transfer 
mechanisms, Examples include contracting out research and development, a well 
defined interdepartmental and public-private sector consultative structure, and 
co-operative federal-provincial demonstration projects. We found that planning, 
execution and evaluation of individual technology transfer projects are adequate. 
CCRS could, however, improve its approach to technology transfer by defining 
more clearly its goals with respect to specific user groups, determining how 
different technology transfer approaches can reach the potential users, and 
monitoring the extent to which various approaches have contributed to user 
acceptance. 
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9AZ1 When CCRS was established, it was thought that proven remote 
sensing technology would provide sufficient benefits to assure rapid acceptance by 
users. Although progress has been made, the technology has not achieved the 
anticipated application. To overcome some of the barriers to the use of remote 
sensing data, CCRS requested and received additional funds and person-years for 
marketing and demonstration projects. We noted that the central agencies and 
other departments that reviewed the CCRS submission expressed different 
perceptions about the role of CCRS in technology transfer. As a result, CCRS is 
faced with some uncertainty about the priority it should give to technology 
transfer and about its role in that area, 


92122 CCRS is considering a major new initiative that involves launching a 
Canadian radar satellite (RADARSAT). If undertaken, this project will have a 
significant impact on the organization's role and budget, and will offer a range of 
technological, resource, and economic benefits to Canada. We noted that, 
although a number of assessments dealing with the costs and benefits of certain 
aspects of the initiative had been done or were planned, a comprehensive 
assessment of the available technology transfer options (various Canadian options, 
buying data from other countries, joint ventures with other countries) in terms of 
the incremental costs and benefits associated with each had not been performed. 
CCRS is aware of the need to analyse the options for providing remote sensing 
data to meet Canadian needs. 


9-125 The Canada Centre for Remote Sensing should define its technology 
transfer role, develop technology transfer objectives in terms of target markets 
and penetration, devise methods for assessing alternative technology transfer 
strategies, and establish procedures for evaluating progress, and undertake a 
comprehensive assessment of RADARSAT in relation to other options for meeting 
Canadian Satellite data needs. 


The Canada Centre for Remote Sensing is in the process of formally 
defining its technology transfer role and objectives through EMR 
strategic planning process. When agreement is reached at the 
corporate level, the Centre's operational plan will be amended 
accordingly. This process is expected to be completed by March 31, 
1983. By that time all position descriptions at the Director and Chief 
level will be amended to identify responsibilities for the planning, 
implementation, control and evaluation of the technology transfer 
program. The methods and procedures chosen to assess alternatives 
and evaluate progress will be appropriate to the approved technology 
transfer objectives. Technical assessments of specific options for 
meeting Canadian radar data needs have now been completed under 
the RADARSAT Phase A program or are in progress. These studies 
will be included in an overall economic assessment which will be 
completed by the end of 1983 (prior to the start of Phase B). 
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Information Programs 


9.124 One of the primary functions of the Minerals and Earth Sciences 
Program is providing information for the purposes of resource development and 
management. The overall objectives of the Program in the Main Estimates call 
for the provision of timely earth science information. One of the sub-objectives 
provides for the Program "to increase public awareness and understanding of 
federal mineral and earth science programs and their social and economic 
effects." To achieve this sub-objective, MESP has defined a public information 
program in its operational plan. 


9.125 The information function within EMR is divided between a Corporate 
Communications group and several branch units. The Corporate Communications' 
function is primarily concerned with providing information to the general public 
through advertising or general publications. The branch units focus on technical 
or scientific information for specific audiences such as industry, universities or 
international organizations, For example, the Geological Survey of Canada 
provides information to resource industries on the geological structure of a given 
region; Surveys and Mapping Branch provides topographic maps to a variety of 
users. MESP is well known for the high quality of technical and scientific infor- 
mation that it is able to provide to these users. 


9.126 At the present time, MESP does not have a clearly defined approach to 
achieving its public information sub-objective. The allocation of responsibilities 
between the Corporate Communications Branch and the sectors or branches is 
unclear, and the overall accountability for achieving this sub-objective is 
confused. Consequently, MESP does not know to what extent it is achieving this 
sub-objective across the Program. 


9.127 In the past year, there have been several new initiatives in the public 
information area. However, without an overall policy and plan for the Program, 
the contribution of these initiatives to achieving this public information sub- 
objective will remain unclear. 


9.128 MESP, in conjunction with the Communications Branch should develop 
a communications plan that outlines how the Program will achieve its sub- 
objective with respect to public information and develop procedures to evaluate 
its achievement of this sub-objective. 


The Branch has been under very serious pressure to respond to the 
National Energy Program. The communications requirements of the 
MESP are clearly recognized to be increasing and the Branch is 
dedicating additional resources to planning and implementing MESP 
communications. Planning is moving ahead most successfully in the 
Earth Sciences Sector and greater use is now being made of pre- 
campaign testing and post-campaign evaluation, The same approach is 
planned for the Research and Technology component of MESP. 
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Information for Parliament 


9.129 The Treasury Board has directed departments and agencies to prepare 
their Estimates in a new form. In accordance with this directive, MESP is 
drafting a preliminary Program Expenditure Plan for the 1983-84 fiscal year. 


9.130 Implementation of the recommendations outlined in this report would 
contribute significantly to the quality of this Plan. Improvements in strategic 
planning would enable MESP to provide better information on the overall trends 
that affect on the Program. Development of an economic analysis capability, 
within the context of both planning and program evaluation, would facilitate 
illustration of the contribution of MESP activities to Canadian resource develop- 
ment and management. Human resource planning would increase the capability of 
the Program to define its personnel requirements. Improvements in computer 
planning would similarly aid in rationalizing EDP expenditures, 


9.131 The Office of the Comptroller General has suggested that expenditure 
plans include information on program outputs as justification for resource 
requests, Many of the functions of MESP involve scientific research and, for 
these, it will likely be difficult to provide output measures. In activities not 
involving research, such as topographic mapping or inspections in the Explosives 
Branch, MESP currently develops some output measures; however, controls will 
need to be introduced to ensure their reliability. 
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DEPARTMENT OF INDUSTRY, TRADE AND COMMERCE 
INDUSTRY DEVELOPMENT ACTIVITIES 


SYNOPSIS 


10.1 In this audit, we examined the financial and management processes 
and controls of the Industry Development activities administered by the Depart- 
ment of Industry, Trade and Commerce (IT&C). Our examination covered the loan 
insurance provided as part of the Enterprise Development Program; contributions 
under the Defence Industry Productivity Program and the Shipbuilding Industry 
Assistance Program; duty remissions under the Machinery Program; loan guaran- 
tees under the Small Businesses Loans Act; and the assistance provided to certain 
large enterprises that have received special consideration. Assistance provided 
under these programs includes subsidies, contributions, loans, loan guarantees and 
insurance, equity investment, remission of duty and tariff protection. 


10.2 The objective of the Industry Development activities is to motivate 
and assist Canadian industries to achieve efficient and sustained growth in 
producing goods and services and to assist these industries in adjusting to changes 
in the domestic and international economic environment. 


10.3 Enterprise Development Program. This program is administered by 
the Enterprise Development Board and 10 regional boards made up of equal 
numbers of public and private sector members. IT&C recognizes the need for 
technical, market opportunity and financial viability analysis on applications for 
assistance. For proposals considered to have potential, the Department will 
recommend approval! to the Board. Those that are either not eligible or not viable 
are seldom referred or reported to the Board. In our opinion, the Department 
should provide Board members with a list of applications that have been rejected 
and a statement of the reasons for rejection. 


10.4 Although the Board plays a key role in this program, we found that, 
apart from the directive and the regulations, there was no formal written 
statement defining responsibilities, duties and accountability for members of the 
Board. Criteria and procedures for selecting projects have not been provided to 
Board members to help them make decisions on who should receive assistance, so 
that public money is used in the most cost-effective way. 


10.5 On a representative sample basis, we examined the analysis performed 
by the Department on applications for assistance and found that it varies in 
quality and completeness. We also found that there are no guidelines covering 
such things as acceptable levels of potential loss for the program for use in 
deciding whether to recommend proposals for approval. Furthermore, we found 
cases in which there was no evidence of supervisory review. 
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10.6 The success of a project depends on the future of the product 
produced, and there is always a possibility that the market opportunity will shrink 
or disappear or that manufacturing costs will be higher than expected. It is 
essential that the Department be aware of such risks and, therefore, that 
procedures for analysing, approving and monitoring projects are adequate to keep 
the Department informed. We found that there are no operating guidelines in the 
Enterprise Development Program for what constitutes an acceptable level of risk, 
economic benefit to Canada or lending of last resort. Members of the Board need 
guidelines in these areas to assist them in rendering effective and consistent 
judgements on proposals. 


10.7 Subsequent to authorizing assistance, it may become necessary to 
provide additional assistance to enable the project to continue or prevent the 
company from going bankrupt. We found that there is little documented rationale 
in the minutes of Board meetings when such amendments are approved. 


10.8 In all cases of assistance, there are certain conditions attached to 
approval. We found little evidence of monitoring approved loan insurance projects 
to ensure compliance with those conditions. 


10.9 Defence Industry Productivity Program. The Department of Industry, 
Trade and Commerce selects projects for assistance under this program. When 
requested to do so, the Department of National Defence may act as a quality 
inspector and adviser on the suitability of projects. Prior to the approval of a 
project, IT&C performs technical, market and financial analyses. We reviewed 
approved projects selected at random and found that there was little evidence of 
adequate analysis in these areas. We also found that monitoring of projects to 
provide reasonable assurance that funds are being used for the purpose intended is 
inconsistent, informal and irregular. Furthermore, our audit revealed that no 
documented industry strategies exist to guide the Department in allocating funds 
so that they will generate the maximum benefits. 


10.10 Shipbuilding Industry Assistance Program. This program provides 
subsidies to Canadian shipbuilders for the construction of ships for domestic or 
export trade. The Department relies on the Department of Supply and Services 
(DSS) to provide inspections and field audits of projects funded under this 
program. We found no formal agreement between the two departments to define 
the work to be carried out by DSS on behalf of IT&C. 


10.11 The Shipbuilding Industry Assistance Regulations require repayment of 
assistance where subsidized equipment is diverted or disposed of within five years 
of receiving such assistance. We found no procedures in place to monitor 
adherence to this regulation. 
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10.12 Machinery Program. This program recommends remission of duties on 
imports of machinery when reasonably equivalent machinery is not available in 
Canada. The Department's basis for determining availability and hence eligibility 
for remission under the program is its data base of information on machinery 
produced in Canada. Procedures for updating the data base or methods to be 
followed by technical officers in maintaining or increasing their knowledge of any 
particular industry sector are not fully documented. 


10.13 Small Business Loans. Under the Small Businesses Loans Act, 
chartered banks and other approved institutions are authorized to make loans to 
small businesses. These loans are guaranteed by the federal government. The 
Department could not provide explicit documented objectives describing what it 
was trying to achieve under the Act. We could find no procedures for monitoring 
compliance to the requirement that these loans be used by businesses to purchase 
or modernize equipment or buildings or to purchase land. 


10.14 Special cases. We reviewed the role played by Industry, Trade and 
Commerce in providing loan guarantees to Chrysler Canada Limited and Massey 
Ferguson Limited. In both cases, we found that the decision to approve assistance 
was determined by factors external to the Department. The Department's role 
was to perform financial analysis to assist in quantifying the amounts of 
assistance and to examine alternative terms and conditions appropriate in the 
circumstances. We found that IT&C fulfilled its role in a generally satisfactory 
manner. 


10.15 In the case of Canadair, the Government purchased the company in 
1976. Since then it has provided Canadair with contributions of $68 million and 
loan guarantees of $1.35 billion. From 1976 through 31 March 1982, the method 
chosen for committing the Government was the issuance of Letters of Comfort. 
The use of Letters of Comfort resulted in circumvention of parliamentary control. 
The implications of this practice need to be reviewed, 
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Exhibit 10.1 


DEPARTMENT OF INDUSTRY, TRADE AND COMMERCE 
INDUSTRY DEVELOPMENT ACTIVITIES 
GRANTS, CONTRIBUTIONS AND LOSSES FOR YEAR ENDED 31 MARCH 1982 


(in millions of dollars) 


Defence Industry 
Productivity Program 
$155m 
(27%) 


Loan Insurance Losses 
$139m * 
(25%) 


Enterprise Development 


Program 
Shipbuilding $135m 
Industry (24%) 
Assistance 
Program 
$73m 


(13%) 


* Includes $89m in payments to lenders 
for Consolidated Computer Incorporated 
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Audit Scope 


10.16 In January 1982, the Government announced a major reorganization of 
the economic portfolio involving the amalgamation of the Departments of 
Industry, Trade and Commerce and Regional Economic Expansion into the new 
Department of Regional Industrial Expansion. Because of the reorganization, we 
restructured our comprehensive audit to concentrate on the Industry Development 
activities of Industry, Trade and Commerce -- activities that will continue in the 
new department. Specifically, we examined the following industrial assistance 
programs administered by IT&C which, in 1981-82, accounted for $564 million or 


63 per cent of IT&C's budget and provided $1.6 billion of loan insurance and 
guarantees: 


~ The Insured Loans segment of the Enterprise Development 
Program; 


- Defence Industry Productivity Program; 
- Shipbuilding Industry Assistance Program; 
~ Machinery Program; and 


~ loan guarantees under the Small Businesses Loans Act. 


10.17 We selected a representative sample of projects within each program 
for detailed examination of the systems and procedures in place for approving 
projects, determining eligibility for assistance, and monitoring projects. Our 
current review also encompassed the recommendations made in our 1978 Report. 
Exhibit 10.1 indicates the distribution of expenditures for the various Industry 
Development activities. Exhibit 10.2 sets out the limits for financial support 
authorized by Parliament and the amounts guaranteed at 31 March 1982; 
Exhibit 10.3 presents these as a percentage of the total loans and investments 
guaranteed or insured in support of Industry Development activities. 


General Comments by IT&C Management 


The amalgamation of the Departments of Industry Trade and 
Commerce and Regional Economic Expansion (DREE) into the new 
Department of Regional Industrial Expansion (DRIE) integrates IT&C's 
sectoral and DREE's regional expertise and gives greater priority to 
regional objectives in the Government's industrial policies and 
programs. Although the main elements of required industrial support 
are largely available through the multiplicity of existing IT&C and 
DREE programs, a rationalized and cohesive structure is being 
developed that draws upon current strengths and eliminates any gaps, 
overlaps and_ inconsistencies. Within this context, considerable 
attention has been given to the various management principles 
governing program operation, and the detailed design of the new 
consolidated programs will endeavour to reflect the concerns of the 
Auditor General. 
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DEPARTMENT OF INDUSTRY, TRADE AND COMMERCE 
INDUSTRY DEVELOPMENT ACTIVITIES 


GUARANTEES OF FINANCIAL SUPPORT AT 31 MARCH 1982 


Exhibit 10.2 


Millions of 


700 800 
Dollars 0 100 200 300 400 500 600 


Canadair 


Small Business 
Loan Guarante2r 


Enterprise 
Development 


Program Kal 


DeHavilland 


* 


Air Carriers 


Chrysler 


Massey Ferguson 


ve Ee 


Bombardier = 
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* The Department is negotiating with a chartered bank 


the terms and conditions of a loan guarantee amounting 
to $346 million. 


** Although a guarantee agreement has been signed for 
$200 million, no loans have been made to date. 
HEX Payment was made in the amount of $126 million 
subsequent to 31 March 1982. 
HHH 


Payment was made in the amount of $9 million 
subsequent to 31 March 1982. 
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Exhibit 10.3 
DEPARTMENT OF INDUSTRY, TRADE AND COMMERCE 


INDUSTRY DEVELOPMENT ACTIVITIES 
DISTRIBUTION OF LOANS AND INVESTMENTS GUARANTEED OR INSURED 


AT 31 MARCH 1982 


Other 
$15m 
(1%) 


Air 
Carriers 
$87m 

(5%) 


DeHavilland 
$86m 
(5%) 


Canadair 
$1,003m 
(63%) 


Massey Ferguson 
$130m 
(8%) 


Under SBLA 
$186m 
(12%) 
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There is recognition of the need for a clearer definition of specific 
objectives vis-a-vis the activities reviewed by the Auditor General. 
Consideration of this aspect, together with the importance being 
placed on value for money and accountability, has been incorporated in 
key operating principles which will be fundamental in the new depart- 
ment's management process, with control over program operation 
exercised at three particular levels: strategic and operational 
planning; decision-making on specific projects; and ongoing evaluation, 
audit and monitoring. 


IT&C's responses to specific recommendations are printed after the recom- 
mendations throughout the text. 


Observations and Recommendations 
Enterprise Development Program 


10.18 The objective of the Enterprise Development Program (EDP) is to 
encourage the growth of the manufacturing and processing sectors of Canadian 
industry by providing assistance to qualified companies to improve their viability 
and international competitiveness. The two major activities supported under the 
program are the design and development of new or improved products or processes 
and the adjustment of Canadian industrial and processing capabilities to changing 
competitive circumstances. EDP provides assistance to businesses in four ways: 


- insurance of up to 90 per cent (can be increased to 100 per cent 
in certain situations) to support term loans made by private 
lenders to manufacturers and processors for restructuring their 
operations or to supplement working capital when normal financ- 
ing is not available on reasonable terms; 


- contributions, normally up to 75 per cent of eligible costs, for 
research, development and design projects, provided the project 
represents a significant burden on the company's resources; 


- contributions, normally up to 75 per cent, toward fees for 
consultants for various types of assignments, including feasibility 
studies, productivity enhancement studies and product develop- 
ment and design; and | 


- direct loans, available in only limited circumstances. 


10.19 Decisions on proposals made under EDP are approved by the 
appropriate Enterprise Development Board, which is established in accordance 
with the Enterprise Development regulations. The central Board consists of 18 
members, of whom 9, including the chairman, are appointed by Governor in 
Council from the private sector. The other nine are ex-officio members from the 
public service. Three members constitute a quorum. In carrying out its duties 
and functions, the Board uses the staff and facilities of the Department of 
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Industry, Trade and Commerce, allowing both private and public sector involve- 
ment in decisions on providing assistance to manufacturing and processing 
industries. There are Regional Boards in each province that may approve 
contributions or loans under the program to a maximum of $200,000 to any 
qualifying company with annual sales of not more than $5 million; all applications 


in excess of these amounts are referred to the central Enterprise Development 
Board in Ottawa. 


10.20 Each of the various forms of assistance has certain requirements. 
Applicants for loan insurance must be manufacturers or processors. The business 
and the project must be viable. For loans and loan insurance, the company must 
be unable to obtain alternative financing on reasonable terms or conditions from 
normal sources. For contributions, the project must represent a significant 
burden to the company in relation to its resources. Applicants for innovation or 
design assistance must be incorporated companies. 


10.21 In 1981-82 under EDP, contributions totalling $135 million were 
approved, and a total of $101 million in loan insurance was outstanding at 
31 March 1982. We concentrated our examination on management controls over 
approving and monitoring loan insurance only, because the management processes 
for contributions are similar to those for contributions under the Defence Industry 
Productivity Program, which was examined in detail and is reported later in this 
chapter. 


10.22 The Enterprise Development Board (EDB) is responsible for 
administering the Enterprise Development Program in accordance with the 
regulations, which specify that all loan insurance must be approved by the Board. 
This is a key activity in the program. It is essential that this activity be 
supported by a management framework that includes documented decision criteria 
for project approval and termination. There is also a need for a clear definition 
of the relationship between the Enterprise Development Board and the Deputy 
Minister and between the Enterprise Development Board and the various branches 
of the Department responsible for technical, legal and financial analysis and 
advice, and for monitoring and evaluating the program. In our review of the 
management process, we noted that, beyond the regulations and the broad 
descriptions in the program directive, there was no formal written statement 
defining responsibilities, duties, delegation of authority and accountability 
relationships between the Board and the Department. Without such a statement, 
it is difficult to hold departmental management or Board members accountable 
for decisions made under this program. 


10.23 The Department should prepare, with the Enterprise Development 
Board, a written statement defining the roles, responsibilities, authority and 
accountability of the Board. 


285 


Department of Industry, Trade and Commerce 


The Department comments that modifications to the structure and 
membership of decision-making boards for departmental programs are 
currently being reviewed in the context of the general comments 
provided earlier. One of the products of this review will be a written 
statement defining the roles, responsibilities, authority and account- 
ability of the board. 


10.24 To perform efficiently and effectively, Board members need written 
statements clearly defining the objectives of the Enterprise Development 
Program and selection criteria and procedures to assist them in rendering 
effective judgements on proposals. Without formal guidelines or criteria for 
approving and processing applications for loan insurance and for terminating 
assistance, applicants may not receive consistent treatment, and public funds may 
not be used effectively. 


10.25 We found that private sector members do not receive terms of 
reference when they are appointed to the Board. Board members, as a result, may 
not be sure what is expected of them and also may not be sure of the criteria 
related to government objectives to guide them when making judgements on 
proposals. 


10.26 The Department should provide members of the Enterprise Develop- 
ment Board with formal criteria to assist them in decision-making. 


IT&C replies that the members of the Enterprise Development Board 
are provided with explicit criteria as contained in the Enterprise 
Development Regulations. The requirement for formal criteria will be 
reviewed in the context of the requirements of the Board. 


10.27 Board members also need information from the Department regarding 
the results of their decisions. Analysis of decisions and decision-making is 
important for evaluating the effectiveness of the Board's approval process and for 
providing an indication of the effectiveness of the Enterprise Development 
Program as a whole. We found that no such analysis has been carried out. 
Furthermore, the Board was not informed about applications that were rejected as 
ineligible by the Department. Knowledge of rejected proposals and the reasons 
for their rejection is needed by the Board so it can discharge its responsibility in 
accordance with the Enterprise Development regulations, in particular with 
respect to ensuring that eligibility criteria are being applied properly. 


10.28 The Department should provide Board members with information on 
the results of their decisions and on the performance of the Enterprise Develop- 


ment Program as a whole, as well as a list of applications not submitted to the 
Board and the reasons for rejection. 
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The Department replies that this recommendation has considerable 
merit and will be implemented once the new structure of decision- 
making boards has been finalized. 


10.29 When recommending assistance, it is essential to place emphasis on 
analysing and documenting the viability of a proposal and the contribution it 
would make to the Program's goals and objectives. The Department recognizes 
the need to analyse the applicant's management and financial structure, market 
opportunities and constraints, projected future performance and ability to repay 
government insured loans to private lenders. We found, however, that the quality 
of analysis carried out by the Department varies, and in some cases there was no 
evidence that any analysis had been performed. 


10.30 There should also be methods of defining economic benefit to Canada 
and acceptable levels of potential loss. Without such standards or guidelines, 
decisions on whether to recommend government assistance will be difficult and at 
best arbitrary. Their lack can also lead to inconsistency in recommending for or 
against approval. 


10.31 The Department should prepare and promulgate formal standards or 
guidelines for determining what constitutes economic benefit to Canada and 
acceptable levels of potential program loss under the Enterprise Development 
Program and should ensure that consistent quality analysis is carried out on 
submissions. 


IT&C comments that principles consistent with this recommendation 
are being embodied in the new program structure which is under 
development. 


10.32 Subsequent to authorizing assistance, it is frequently necessary to 
amend certain terms and conditions of the agreement or increase support. It is 
important that approval of amendments or increased support follows rigorous 
analysis procedures similar to those used in approving the original proposal for 
assistance. We found that there is little evidence of analysis to support the 
recommendations for amendments to assistance agreements and that, in certain 
cases, amendments were signed by only one of the two branches that are required 
to sign prior to approval. These are the Corporate Analysis Branch, which is 
responsible for performing analyses of financial and management viability, and 
the appropriate Industry Sector Branch, which is responsible for analysing market 
opportunities and the technical viability of the product. If both branches have not 
signed, there is no assurance that the required analysis has been adequately 
performed. Furthermore, we found cases where there was no evidence of 
supervisory review of the analysis performed for decisions on loan insurance; 
values range from $18,000 to $27 million. 
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10.33 In some cases, additional loan insurance requests were of a crisis 
nature. The analysis and examination carried out on them focused on events of 
the moment, such as preventing a company from going bankrupt, rather than on 
placing the current crisis in the context of continuing poor performance and 
possibly recommending termination. In other cases, we found that departmental 
analyses and recommendations do not give adequate attention to product costs or 
market demand. Above all, there are no procedures for ensuring that all relevant 
and reliable information on companies is obtained and used for decision-making. 


10.34 Submissions to amend authorizations of assistance should be subject to 
the same rigorous analysis as the original proposal. Analysis should be document- 
ed and should include explicit consideration of termination. The two branches 
responsible for signing the original proposal should also sign off on such sub- 
missions. 


The Department replies that frequently, in loan insurance projects, 
companies are threatened with imminent bankruptcies with consequent 
loss of employment if immediate changes to terms and conditions of 
their financing cannot be made. Rigorous analysis is always under- 
taken, and consideration of the effects of not allowing an amendment 
is invariably a principal consideration. In these cases, time does not 
always permit the provision of detailed written reports, and in the 
future, care will be taken to document all cases. 


10.35 We found inadequate practices for monitoring projects assisted under 
EDP to ensure that the level of potential loss does not change and, if it does, that 
the necessary decisions to terminate or to accept the risk of loss are taken. 
During the past year, many ongoing projects were not reviewed by the Depart- 
ment to determine whether the firm and the private lenders were complying with 
the conditions of the insurance agreement or if the firm's circumstances had 
changed. There is no system for identifying projects where reviews have pointed 
out problems and bringing these to the attention of management. Similarly, there 
are no procedures for monitoring these projects to ensure that the problems are 
solved. Without adequate monitoring, the government's liabilities and losses under 
the program can be significantly increased. 


10.36 The Department should establish a procedure for the regular review of 
projects assisted under the Enterprise Development Program. 


IT&C replies that a procedure for the regular review of projects will 
be implemented as part of the revised administrative procedures for 
program activities which are currently under development. 


10-537 To assist in monitoring projects and making program decisions, 
management information on projects, including project rejections, should be 
collected and reported regularly to the appropriate level. We found that there are 
multiple information systems in the Department and that program files are stored 
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in five different locations. Duplication is extensive and there are gaps in 
information in each area. Although there is a significant amount of data 
generated by different systems or groups within the Department, it is frequently 
out of date, in conflict with other information and viewed as inaccurate by 
potential users. 


10.38 The Department should co-ordinate its systems for collecting and 
reporting project information and ensure that the information provided by such 
systems is as accurate, up to date and complete as possible. 


The Department replies that the co-ordination of departmental infor- 
mation systems is an integral part of the departmental reorganization. 


10.39 To protect the Crown from losses as a result of providing loan 
insurance, the Enterprise Development Board is authorized under the Enterprise 
Development regulations to purchase equity in a company. In the case of 
Consolidated Computer Incorporated (CCI), for example, the Board authorized 
acquisition of a large equity position and played an active management role by 
appointing a member of the Board as Chief Executive Officer of the firm. Under 
such circumstances, the Board may feel that it has an obligation to continue 
supporting a firm because it has assumed some direct responsibility for its 
operation, even though the business no longer appears viable. The Board may also 
be tempted to provide further support in the form of loan insurance, thereby 
delaying the point at which the company is forced to default on its loan and the 
resulting loss is disclosed to Parliament. 


10.40 For corporations in which the Government has assumed full or part 
ownership through the Department, decisions on future assistance should be 
independent of the Department because of the conflict of interest inherent in 
ownership. 


IT&C replies that because of the government-wide impact of this 
recommendation, the Department will have to seek central policy 
guidance to resolve this issue. 


Defence Industry Productivity Program 


10.41 The Defence Industry Productivity Program (DIPP) operates in support 
of co-operative international defence agreements for research, development and 
production. In recent years, the objective of DIPP has been to develop and sustain 
the technological capability of the Canadian defence industry to generate 
economically viable defence exports and civil exports related to that capability. 
The Department's aim is to assist the Canadian defence industry by contributing 
to selected development projects, to the establishment of production capability 
and qualified sources for production of component parts and materials, and to the 
cost of acquisition of new advanced equipment required for plant modernization. 
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10.42 To be eligible for assistance under DIPP, the Department's criteria 
require that a company be incorporated in Canada and that it substantially 
undertake the project in Canada. The project must: 


- be compatible with the structure, resources and potential of the 
company and with departmental strategies; 


- be directed toward defence or defence-related export markets. 
There must be reasonable evidence of demand for the intended 
product in these markets and substantive indications that the 
company can meet demand, such that cumulative revenues for 
the first 5 years of production will be at least 10 to 20 times the 
DIPP contribution, depending on Canadian content; and 


- demonstrate the potential for generating an acceptable rate of 
return on the investments made by the company and the govern- 
ment. This return would normally take into account such factors 
as incremental export sales, import replacement, employment, 
profit, and capacity utilization. 


10.43 Assistance is provided primarily in the form of non-repayable contri- 
butions, except that when certain conditions are met with respect to future sales, 
a portion of the assistance may be repayable to the Crown. During 1981-82, 
$155 million was provided as contributions to DIPP projects. In addition, DIPP 
provided loans of $11 million during the year to assist in acquiring new advanced 
equipment. 


10.44 DIPP contributions are given to companies on a project basis, and each 
project is subject to an agreement between the Crown and the company. 
Selecting, implementing and monitoring projects is a complex process involving 
several divisions and branches within Industry, Trade and Commerce as well as 
participation by the Department of National Defence (DND) and the Department 
of Supply and Services (DSS). IT&C selects, implements and monitors projects 
while DND may act as a quality inspector and advise on the suitability of projects. 
DSS acts as the contracting arm of IT&C in preparing agreements between the 
Crown and the recipient and by performing related duties like certifying progress 
claims for adherence to the contract. 


10.45 Because the Department has discretion not only to select the 
companies to be assisted but also to assist them in selecting projects within their 
companies, we reviewed the project selection process including the application of 
eligibility criteria and supporting documentation. In addition, we examined 
departmental monitoring procedures for projects already implemented. This 
included a review of project control during the progress of the work as well as 
procedures to identify amounts due to the Crown arising from completed projects. 
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10.46 Because assistance resources are limited, we expected to find docu- 
mented industry strategies that would establish a framework within which the 
sector branches could set priorities for maximizing the benefits of the assistance 
given. Such strategies would include the rationale for supporting certain sectors 
of industry and assess the relative priorities of defence and civil sales and govern- 
ment procurement, as well as trade offs between employment and productivity. 
They would also address questions of co-ordination with other departmental 
programs within and outside IT&C, relationship to the social and economic goals 
of Government, and other economic considerations. Our audit revealed that no 
documented industry strategies exist. Thus the Department may not be making 
the most effective use of the funds in achieving the objectives established for the 
DIPRPs 


10.47 The Department should develop industry strategies and a system for 
ranking projects in order of priority so that the allocation of funds for the 
Defence Industry Productivity Program will generate the maximum benefits. 


The Department replies that a system for ranking projects in order of 
priority in the context of industry strategies and regional priorities is 
currently being implemented in the DIP Program as well as all other 
Department-funded programs. 


10.48 Without cost-benefit analysis of the relationship between the amount 
of assistance to be provided and the level of benefit to be achieved, there can be 
little assurance that the greatest benefit will be derived from assistance. Our 
review of implemented projects revealed that this type of analysis has not been 
carried out for most projects. In addition, we found little evidence that the costs 
and benefits of providing a lower level of assistance than the maximum allowable 
amount have been considered when approving company proposals. As well, there 
is no documented evidence that other programs have been considered as alterna- 
tives to DIPP assistance. For example, the eligibility criteria for the Enterprise 
Development Program do not preclude defence-related projects. This also means 
that there is little assurance that assistance benefits have been provided in the 
most economic way. 


10.49 The Department should ensure that cost-benefit analyses are carried 
out as part of the review of proposals for assistance under the Defence Industry 
Productivity Program. 


IT&C replies that the principle of cost-benefit analysis is included in 
the decision-making criteria for DIPP. Obviously the degree and 
extent of the analysis must be related to the amount of the assistance 
and the complexity of the case, and this is borne in mind in the review 
of proposals. The principles and implementation of cost-benefit 
analysis will be a subject of the operations manual (guidelines) now in 
preparation. 
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10.50 Although the eligibility criteria specify that projects must demon- 
strate a potential for generating an acceptable rate of return on investments, we 
could find no documented guidelines on what constitutes an acceptable rate of 
return and how it should be calculated. For example, return on investment could 
include such things as the benefits to be realized from increased export sales, 
import replacement and employment, as well as the increase in profits to be 
generated by the investment. Without these guidelines, there will be no assurance 
that contributions are given on a consistent basis and that the criteria for 
eligibility are satisfied. 


10.51 For projects considered for assistance under the Defence Industry 
Productivity Program, the Department should document and promulgate guide- 
lines on what constitutes an acceptable rate of return and how it should be 
calculated. 


IT&C comments that a set of guidelines is being developed to define 
more explicitly the acceptable rate of return, as part of a new 
operations manual. 


10.52 Departmental policy requires a financial, technical and market oppor- 
tunity analysis of each project proposal before a decision is made on the 
acceptability of the proposal. Although the Department claims that appropriate 
analytical techniques are being used, we found little evidence of this or of 
adequate analysis being carried out. There was often little or no documentation 
in support of financial, technical and market analysis and no documented rationale 
to indicate why such analysis had not been done. According to the Department, 
decisions on the amount of analysis needed are made on the basis of the personal 
judgement of individual officers. However, there was little documented support 
for such decisions. Without proper documentation of what analysis has been 
performed, it is difficult to carry out supervisory reviews of the consistency and 
quality of approvals. 


10.53 The Department should ensure that the results of its analyses of 
project proposals and the reasons for deciding on the nature and extent of each 
analysis are properly documented for subsequent review. 


The Department replies that within the various branches of the 
Department such as Corporate Analysis Branch, Industry Sector 
Branches, Defence Programs Branch and Program Office, summary 
opinions relative to financial, technical and market aspects are 
provided. In future, these opinions will be properly documented for 
subsequent review. 


10.54 Monitoring should ensure that assistance funds are used as specified in 
the initial project proposals. Our review of the monitoring function disclosed that 
the need to monitor is recognized by the Department but that monitoring is 
inconsistent, without central control and responsibility. Monitoring practices are 
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not fully developed or formalized and do not adequately address basic matters 
such as scope, methods to be used, frequency, resources to be used, nature and 


extent of reports to be provided, progress toward project objectives, and enforce- 
ment of terms and conditions. 


10.55 The Department should implement monitoring practices that ensure 
that assistance funds are used in accordance with the terms and conditions 
specified in the contribution arrangements. 


IT&C replies that, at present, each contract provides for adequate 
monitoring of projects. However, the Department is aware of certain 
monitoring deficiencies and intends to remedy these by developing 
monitoring controls. 


10.56 Assistance agreements generally provide for repayment of Crown 
contributions under various conditions. For example, the general conditions for 
shared cost development contracts state that the contractor shall pay to Her 
Majesty 


all profits in excess of amounts which the Minister of Industry, Trade 
and Commerce shall determine to be fair and reasonable derived from 
the work and from future contracts resulting from the work ... until 
the total contribution of Her Majesty hereunder shall have been 
repaid. 


Departmental procedures to identify recoverable amounts are inadequate. For 
example, there is no documented rationale for determining what is "fair and 
reasonable"; without it, it will be difficult for the Department to know when and 
how much to recover. We note that, in the past five years, DIPP contributions to 
projects now completed totalled approximately $400 million. Recoveries from 
completed projects during the same period were $25 million. 


10.57 The Department of Industry, Trade and Commerce should document its 
policy and revise its procedures for identifying revenue due to the Crown in 
respect of assistance agreements providing for repayment of contributions so that 
such revenue can be recovered. 


IT&C comments that work is now under way in conjunction with the 
redesign of departmental programs to better identify and establish 
procedures for repayment to the Crown. 


Shipbuilding Industry Assistance Program 


10.58 The Shipbuilding Industry Assistance Program (SIAP) provides subsidies 
to Canadian shipbuilders to aid in the construction of ships for domestic or export 
trade. It also provides assistance to improve performance capabilities of 
Canadian shipyards. 
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10.59 In 1981-82, contributions under SIAP totalled $73 million. Contribu- 
tions are made under shipbuilding industry assistance regulations, which change 
periodically to allow for different rates of assistance. Subsidies are given to 
applicants who can demonstrate that they are eligible under the regulations and 
can show they are financially able to complete major projects successfully. 


10.60 We examined the management process for project approval and 
monitoring for compliance under this program. We were informed by senior 
officials of the program that significant changes to SIAP were being recom- 
mended to Cabinet by IT&C. Because the changes could significantly reduce the 
relevance of the findings arising out of any detailed audit work, we restricted our 
examination to a general overview. 


10.61 As part of our overview, we sought to examine program objectives. 
However, we were informed by senior officials that no documented objectives 
existed other than those that might have been contained in the initial Cabinet 
submission setting up the program several years ago. The Department could not 
provide program directives outlining the responsibilities and formal procedures to 
be followed in administering the projects to be assisted. For example, we would 
expect to find a detailed directive that would describe, among other things, the 
following policies and procedures: 


- guidelines on operating the program and interpreting the regula- 
tions; 


- program policy, including specific objectives and strategies to 
achieve these objectives; 


- departmental policy on acceptable levels of risk and criteria for 
project ranking; 


- eligibility criteria that would expand on the eligibility require- 
ments outlined in the regulations to provide detailed information 
on what constitutes an eligible applicant, giving consideration to 
other departmental objectives; 


- detailed procedures to be followed from the initial receipt of an 
application through to terminating projects and closing files; and 


- organizational responsibilities, including inspection of vessels by 
the Department of Supply and Services and field audits of 
contractors! claims by the Audit Services Bureau. 


10.62 Fa. The Department should develop and promulgate directives for the 
Shipbuilding Industry Assistance Program that cover operating policies, strategies, 
eligibility criteria and other organizational and procedural controls. 
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10.63 The Department of Supply and Services provides inspection certifica- 
tion and performs field audits of the projects for which assistance is being 
requested under SIAP. We would expect, therefore, to find that IT&C had defined 
the work to be performed by DSS. As a minimum, we would expect a formal plan 
to be approved and monitored by IT&C to define the work to be performed by DSS 
and the nature and extent of the reports to be provided. We could find no 
evidence of this. 


10.64 For the Shipbuilding Industry Assistance Program, the Department of 
Industry, Trade and Commerce should define the work to be carried out on its 
behalf by the Department of Supply and Services. 


10.65 The audits performed by the Audit Services Bureau are reported 
regularly to the Department. Frequently the Bureau raises qualifications in its 
reports because of various problems encountered in the field. For example, in 
some cases, the Bureau does not have access to confidential management payroll 
information or is unable to verify the propriety of inter-company management 
fees, even though this is provided for in the terms of the contribution agreement. 
Although the Department reviews these reports and makes decisions as to the 
propriety of various costs claimed, we could find no rationale or formal system in 
place to indicate the departmental policy on difficult matters such as inter- 
company management fees. Instead, questions raised in these reports are resolved 
on the basis of the judgement of the individual departmental officers involved 
with the project. Without documented guidelines on how problems identified by 
the Audit Services Bureau reports should be resolved and without explicit policies 
on the need for additional audit work in certain cases, there is a danger that 
ineligible project costs will be paid. | 


10.66 - The Department should establish and document a policy and proce- 
dures on the disposition of concerns raised by the Audit Services Bureau in its 
field audits of projects for which assistance is being provided under the Ship- 
building Industry Assistance Program. 


10.67 The Shipbuilding Industry Assistance Regulations stipulate that per- 
formance improvement grants to shipyards must be repaid if the subsidized assets 
are diverted or disposed of within five years from receiving assistance. Although 
$25 million has been given in the past five years for shipyard improvement, we 
could find no procedures in place for monitoring adherence to this regulation or 
any evidence that adherence was being monitored. Thus, the Department has no 
assurance that subsidies will be used for the intended purpose for the prescribed 
length of time. 


10.68 The Department should develop and implement procedures for 
monitoring compliance with Shipbuilding Industry Assistance Regulations that 
provide for recovery of performance improvement grants under certain condi- 
tions. 
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The Department replies to the recommendations relating to the Ship- 
building Industry Assistance Program that, with regard to the Auditor 
General's comments on the need for policy directives, it is their 
intention to have these drawn up so as to conform with those of the 
"Umbrella" program of the Department. The Program Advisory Com- 
mittee intends to develop a policy directive for the Umbrella program 
by January 1983. While SIAP and certain other programs will not be 
consolidated into the Umbrella program, this policy directive will be 
used to arrive, whenever practical, at a uniform departmental 
procedure for program management and delivery. 


Machinery Program 


10.69 To encourage Canadian industrial development, the Machinery 
Program (MACH) provides tariff protection to Canadian machinery manufactur- 
ers, while at the same time enabling machinery users to acquire advanced 
production equipment not available in Canada at the lowest possible cost. 
Remission of duty under the program is authorized by Governor in Council on the 
recommendation of the Minister. An interdepartmental Machinery and Equipment 
Advisory Board (MEAB), including representatives from the Departments of 
Industry, Trade and Commerce, Finance, and National Revenue, is responsible for 
advising the Minister on the eligibility of imported machines for remission of 
duty. 


10.70 The value of imports of machinery and equipment covered by the 
program was estimated by IT&C at $4.8 billion for 1981. During that year, the 
MEAB reviewed 28,755 applications and authorized remission in respect of 26,815 
of these applications. The Department estimates the value of remission of duty 
on eligible imports in 1981 at $400 million, representing potential net savings for 
machinery users. 


10.71 Both the Department of Industry, Trade and Commerce and the 
Department of National Revenue - Customs and Excise are involved in processing 
remission applications. IT&C determines Canadian availability, and the Depart- 
ment of National Revenue ensures that goods are classified under the appropriate 
tariff item. 


10.72 IT&C processes applications by applying the primary eligibility 
criterion, which is the availability or non-availability of reasonably equivalent 
machinery in Canada, to each application received. To determine such avail- 
ability, the Department maintains an information base on Canadian manufacturers 
of machinery and the products they produce. We reviewed the Department's 
procedures to maintain a data base and other information that would provide 
reasonable assurance that decisions to approve or reject applications were based 
on accurate knowledge of the availability of Canadian goods. 
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10.73 In our 1978 Report, we recommended that "the Machinery Branch 
should investigate the consequences of incomplete and inaccurate information in 
its data bank on Canadian machinery manufacturing capabilities, determine 
appropriate standards of completeness and accuracy and take necessary steps to 
meet these standards." In response to the recommendation, the Department 
engaged a firm of consultants to address administrative procedures pertaining to 
the program operations. Implementation of the necessary changes is in progress. 


10.74 Maintaining a data base for several industry sectors is a complex 
operation requiring specific expertise. We would expect to find a comprehensive 
program directive setting out the policies and procedures to be followed for 
maintaining industry knowledge and for using the information to determine 
eligibility of remission applications. As a minimum, we would expect to find that 
such policies and procedures had been documented for updating the data base and 
formalizing the methods to be followed by technical officers in maintaining or 
increasing their Knowledge of any particular industry sector. Without documented 
policies and procedures, the risk of undetected errors in recommending remission 
is increased. 


10.75 We found that individual technical officers determine Canadian avail- 
ability by using their knowledge of the industry and of the type of equipment that 
is being sought. Although the MEAB receives written reviews for difficult 
remission applications and those for which the value for duty is estimated to 
exceed $1 million, there is no similar written review on either a routine or test 
basis for applications where the estimated value for duty is less than $1 million. 
We noted that, of 26,815 remissions granted during 1981, 92 per cent were for 
duty valued under $1 million. The technical officer is, however, required by 
departmental procedures to prepare technical evaluations when the equipment is 
available and the remission request is rejected. 


10.76 The Department should document its policy and procedures in support 
of maintaining an up-to-date data base and should formalize the methods to be 
followed by technical officers in maintaining or increasing this knowledge of 
industry sectors. 


The Department agrees, and the Machinery Branch will document the 
necessary policies and procedures in support of maintaining the data 
base and the sectoral knowledge of the technical officers. 


10.77 An internal quality review should be performed, at least on a test 
basis, for remission decisions where the estimated value for duty is less than $1 
million. 


IT&C comments that quality review of applications assessed by 
technical officers currently takes place at a number of points in the 
administration of the Machinery Program. The only areas where 
quality reviews are not formally documented are in respect of 
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applications covering machines of less than $1 million in value which 
are clearly not available from Canadian production. A review 
procedure, on a test basis, will be introduced in response to this 
observation. If the review indicates that procedures additional to 
those already in place are warranted, they will be implemented. 


Small Business Loans 


10.78 The Small Businesses Loans Act (SBLA) provides new or existing small 
businesses with access to medium-term loans for purchasing or modernizing 
equipment or buildings or for purchasing land. Under the SBLA, the Department's 
major role is to provide loan guarantees to private sector lending institutions, 
such as chartered banks, which then make loans to eligible customers as defined in 
the Act. The Department sees the guarantees as an impetus to lenders who might 
be unwilling to provide loans on a conventional basis. 


10.79 Lenders are expected to make loans under the SBLA with the same 
care as in their ordinary business and to use normal commercial lending practices 
when entering into agreements with customers. The following general terms and 
conditions apply to eligible loans: 


- The maximum amount a small business may have outstanding 
under the SBLA at any one time is $100,000. 


- The rate of interest is set at 1 per cent over the prime lending 
rate. 


- All SBLA loans must be secured by land, chattels, mortgages or 
other securities deemed adequate by the lender. Other terms 
and conditions are negotiated between the lender and borrower. 


- Generally, loans must be repaid within 10 years with instalments 
paid at least annually. 


All chartered banks and similar institutions designated as lenders under the SBLA 
are authorized to provide loans. 


10.80 Loans made under the SBLA during 1981 numbered 17,005 for a total 
value of $504 million. The lenders are responsible for generating loans and for 
day-to-day loan administration and control. The Department's responsibilities 
include ensuring that lenders and customers comply with the Act, processing 
lenders' claims for government compensation on customers! defaults, maintaining 
adequate records of losses and other management information, initiating recovery 
efforts and calculating and disclosing the Department's liabilities in the Public 
Accounts. We reviewed management controls over generating and monitoring 
loan guarantees, payment of claims and recovery of losses. 
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10.81 Good management control over loan guarantees requires clear program 
objectives and appropriate departmental involvement in the loan process. For 
example, the reasons for providing assistance under the Act, together with the 
Department's operating policy and strategies, should be clearly documented. 
Reasons for assistance could address matters such as increasing employment and 
competition, promoting the growth of small businesses and so on. We could find 
no generally accepted written objectives describing what the Department was 
attempting to achieve. In our opinion, this lack of objectives impedes adequate 
management control and accountability. 


10.82 The Department should establish specific objectives for operating the 
Small Businesses Loan Administration. 


The Department replies that these will be included in the next revision 
of the Act prior to 31 March 1983. 


10.83 Departmental monitoring of loan guarantees consists primarily of 
gathering, for statistical purposes, data such as the number and value of loans 
issued. Except for reviewing documentation in support of loss claims submitted 
by private lenders, the Department has no procedures for monitoring compliance 
with the SBLA. Where no loss claims are submitted, the Department has no 
assurance that loans are used according to the conditions set out in the SBLA. 


10.84 The Department should develop and implement procedures for 
monitoring compliance with the Small Businesses Loans Act, at least on a test 
basis, covering loans where no default has been reported. 


The Department will examine the feasibility, including cost, of imple- 
menting this recommendation. 


10.85 Our review of claims processing disclosed generally adequate depart- 
mental procedures to ensure that only eligible claims are compensated. However, 
some improvement is needed in investigation of claims where fraud or question- 
able acts are suspected. For example, although the Department acknowledges 
that questionable practices occur, it has no tests or other procedures for use in 
identifying and investigating questionable practices or for determining what 
action should be taken as a result. 


10.86 The Department should develop and implement procedures for inves- 
tigating claims and taking remedial action where questionable practices under the 
Small Businesses Loans Act are suspected. 


The Department will formalize its procedures concerning questionable 


practices. It is noted that, currently, the RCMP investigates all cases 
of suspected questionable practices. 
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10.87 In recent years, the Department has had to honour its loan guarantees 
at a rapidly increasing rate; in 1981, the Department reported payments of $6.8 
million in loan guarantees. Because of current adverse economic conditions, 
especially for small business, continued sharp increases in the number and value of 
claims seem certain. During the audit, we noted weaknesses in the collection 
procedures, as demonstrated by the following form letter which the Small 
Businesses Loans Administrative Procedures Manual requires be sent to a debtor 
on deletion of his account: 


Please be advised that application will be made to have your in- 
debtedness due the Crown ... removed from our accounts and neither 
we nor our agents will take any further active recovery action.... If, at 
some further date, you are in a financial position to continue repay- 
ments, you will be expected to do so. 


In our opinion, this procedure is not conducive to effective recovery action since 
such action is left solely to the discretion of the debtor, as evidenced by 
recoveries of only $100,000 in 1981. 


10.88 The Department should develop and implement appropriate recovery 
procedures for payments made under the Small Businesses Loans Act. 


The Department replies that prior to claim payment all reasonable 
recovery against security is made by the lender as demonstrated by 
the fact that over the life of the program, only $16 million has been 
paid in claims against total loan authorizations of $1.9 billion. While 
recovery action has been modest in the past, the Department of Supply 
and Services will be contracting with collection agencies to improve 
the recovery record. 


Special Cases 


10.89 Chrysler and Massey Ferguson. In addition to providing assistance 
under the Enterprise Development Program, IT&C has provided special assistance, 
or has made commitments to do so, to certain companies. Two recipients of such 
special assistance are Chrysler Canada Limited and Massey Ferguson Limited. 


10.90 In the case of Chrysler Canada Limited, commitments to guarantee 
loans to a maximum of $200 million have been made. This is similar to, and was a 
condition of, loan guarantees of up to $1.5 billion (U.S.) made by the U.S. Loan 
Guarantee Board to Chrysler Corporation, the parent company. 


10.91 With respect to Massey Ferguson Limited, IT&C has guaranteed the 
capital portion of $125 million in preferred shares that were issued as part of a 
$700 million recapitalization plan. 
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10.92 We considered the role played by the Department in assessing the 
financial viability of the companies and in determining the level and nature of 
assistance to be recommended. We did not review the role played by other 
participants, including Cabinet, the Ministry of State for Economic Development 


and the Department of Finance, all of which had considerable involvement in the 
final decision. 


10.93 In both cases, we found that the decision to approve the assistance was 
determined by factors external to the Department. An_ interdepartmental 
committee comprising Treasury Board, the Ministry of State for Economic 
Development, and the Departments of Finance and IT&C played various roles in 
the decision-making process. For these reasons and because of the nature of the 
requests, the assistance did not fit the provisions of the Enterprise Development 
Program. 


10.94 The role of IT&C in these cases included financial analysis to help in 
quantifying the amounts of assistance and examining alternative terms and 
conditions appropriate in the circumstances. The amounts and terms and 
conditions were ultimately authorized by the interdepartmental committee. IT&C 
fulfilled its role satisfactorily. 


10.95 Canadair. Since the Government purchased Canadair Limited in 1976, 
it has provided the company with $68 million in contributions through IT&C. In 
1979-80, IT&C also guaranteed $150 million in loans to meet the company's cash 
requirements. These requirements continued to rise rapidly and, in April 1981, a 
submission was made to Treasury Board for approval of an additional $350 million 
in guarantee authority. Only $187.5 million (U.S.) was approved, pending provision 
of more reliable projections of the company's needs, based on financial, technical 
and marketing analysis. An interdepartmental Task Force was formed, chaired by 
a representative of the Department of Finance, to consider support for the loan 
guarantees requested for Canadair. 


10.96 The Task Force reported in January 1982 that Canadair's peak 
financial requirements would be $1.35 billion. Thus, because earlier estimates 
were optimistic or unrealistic, and because detailed analysis was carried out to 
support the later calculation, estimates of Canadair's financial requirements had 
increased from $350 million to $1,350 million. Because we are not the auditors of 
Canadair Limited, a corporation wholly-owned by the Crown, we are unable at 
this time to comment on the validity of the financial and other analysis supporting 
the determination of the assistance required. However, based on current 
information available to us, it is our view that $1.35 billion will not be sufficient 
to maintain the company. 


10.97 A guarantee in the amount of $1,350 million was authorized by 
Parliament, to expire at 31 March 1991. In an effort to ensure that this would be 
the maximum cash requirement, the Department drew up an agreement with 
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Canadair, following recommendations of the Task Force report, to control 
corporate costs more effectively, to monitor performance, and to subject 
significant matters concerning the company to government review and approval. 
The reporting and monitoring agreement includes a provision for annual sub- 
mission by the company of a five-year corporate plan which includes financial, 
marketing and operating plans. These are to be submitted to IT&C for approval, 
together with monthly performance and variance reports against the plan, 
detailing reasons for significant variances and plans for corrective action. We 
have reviewed this reporting and monitoring agreement and are satisfied that its 
provisions, if properly applied, can provide the Department with a means of 
monitoring corporate performance. 


10.98 When the Government decides to assist a company such as Canadair, 
where $1.35 billion of taxpayers’ money is at risk, it is reasonable to expect the 
decision to be supported by clear criteria for providing, continuing or terminating 
such support, so that benefits sought would be maximized and any losses that 
might occur would be minimized. On reviewing the analysis performed by the 
Department and the Task Force, we found that there are no clear criteria or 
objectives for providing support or for continuing or terminating it. 


10.99 Furthermore, from 1976 through 31 March 1982, the method chosen 
for committing the Government to supporting Canadair was to issue Letters of 
Comfort rather than loan guarantees. Letters of Comfort, which are equally 
binding, do not require the approval of Parliament as do loan guarantees. 


10.100 The Department should avoid using Letters of Comfort, which con- 
stitute commitments by Government to contingent liabilities without parlia- 
mentary approval. 


The Department comments that as part of its approval to increase the 
government guarantee to $1,350 million in March 1982, the Treasury 
Board directed that all Letters of Comfort be withdrawn. This is 
being done, and by 30 September 1982 Letters of Comfort worth $295 
million had been replaced. 


10.101 Consolidated Computer Incorporated. During our audit of the Enter- 
prise Development Program, the Treasury Board undertook a complete review of 
the events, decisions, recommendations and actions taken by the Government with 
respect to Consolidated Computer Incorporated (CCI). This work was done by a 
special adviser to the President of the Treasury Board. We have reviewed the 
final report of this study and have concluded that the recommendations are 


compatible with those made in this chapter concerning the Enterprise Develop- 
ment Program. 
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SYNOPSIS 


Te) Our audit concentrated on the major management functions on which 
the economic, efficient and effective operation of the Department depends: 
departmental planning; measurement of effectiveness; planning major equipment 
acquisitions; human resource management; and management of computer 
resources and information systems, 


1h key We found that the Department's management systems are basically 
sound, in spite of the changes in organization and resource levels that have taken 
place over the last 20 years. This is so largely because of the strength of the 
institution and the dedication of its managers and commanders. Still, there is a 
need for OND to improve its communications with government and its manage- 
ment of human resources and of computer resources and information systems. 


11.3 Exhibit 11.1 shows the financial resources authorized for DND in 1981- 
82; authorized person-years and the distribution of military and civilian personnel 
are shown in Exhibit 11.2. From 1964 to 1975, the Department faced resource 
cutbacks in real dollar terms and in authorized person-years. The Government 
made a commitment to increase funding and personnel levels in 1975, and a major 
initiative to re-equip the Canadian F orces began. 


11.4 DND is involved in procuring increasingly sophisticated military equip- 
ment including tanks, fighter aircraft and patrol frigates. This requires co- 
ordinated effort in acquiring, training and developing operators and technicians. 
The Department makes significant efforts in research and development to 
maintain relevant links with the international research community and to conduct 
specific projects for departmental and government purposes, 


11.5 The Canadian Forces operate under the concept of "forces-in-being", 
which means that, in the event of hostilities, operations would be initiated and 
sustained by the Regular and Reserve Forces in existence at that time. The 
Department is studying the requirements for manpower, equipment and facilities 
to sustain the Canadian Forces in combat for longer periods. 


11.6 The organization of DND, summarized in Exhibit 11.3, evolved over 
the period of reorganization (integration and unification) from 1964 to 1975 and 
has been stable since 1975. The Defence Structure Review in 1975 confirmed the 
roles set out for the Canadian Forces in the 1971 White Paper, Defence in the 70s: 


- surveillance of our territory and coastlines; that is, protecting 
our sovereignty; 
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Exhibit 11.1 


DEPARTMENT OF NATIONAL DEFENCE 
AUTHORIZED EXPENDITURES 
1981-82 


Personnel, Operations and Maintenance 
$ 4,655 million 


Land and 
Tactical Air 
24% 


Grants and Contributions 
$ 333 million 


Military 
Training 
15% 


Maritime 
18% 


Military 
Support 
12% 


Military Pension 
Contributions, Capital 
and Other $ 1,163 million 
43% Other 
Military 
Training 
6% 
Military 


Support 
5% 


Land and 
Tactical Air 
46% 


Air Defence 
15% 


Maritime 
24% 
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Exhibit 11.3 


DEPARTMENT OF NATIONAL DEFENCE 


SUMMARY ORGANIZATION CHART 


Minister 


Deputy Minister Chief of the Defence Staff 


Vice Chief of the Defence Staff 


Deputy Chief of the Defence Staff Assistant Deputy Minister 
(Materiel) 


Assistant Deputy Minister Assistant Deputy Minister 
(Policy) (Finance) 


Assistant Deputy Minister 
(Personnel) 


Operational Commands: 
e Maritime Command 
CF Training System Mobile Gaommend 


Air Command 


Communications Command 


CF Europe 
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- defending North America in co-operation with U.S. forces; 
~ fulfilling such NATO commitments as may be agreed upon; and 


- performing such international peacekeeping roles as we may 
from time to time assume. 


The Defence Structure Review also resulted in the formulation of 55 Operational 


Tasks and 11 Infrastructure Tasks to be performed in support of these roles and 
other Government objectives. 


HMCS ATHABASKAN and one of her Sea King helicopters 
carry out training manoeuvres. 


ny The complicated program structure of DND, discussed later in this 
report, demands complex systems for planning and for measuring the effective- 
ness of programs and projects. Because it takes a long time to design and produce 
military equipment, and because such equipment has a long in-service life, 
decisions taken today influence capabilities and costs for many years. It is 
therefore necessary for DND to analyse its funding requirements for the next 15 
years, based on the assumption that the main elements of defence policy will not 
change. DND does this planning well, given the uncertainty of inflation, which is 
estimated only in the medium term of five years. 


11.8 We found that DND's operational planning process was effective in 
that plans could be logically linked to existing guidance -- the 55 Operational 
Tasks and 11 Infrastructure Tasks -- and was consistent, at least in the short 
term, with resources that the Government has committed to National Defence. 
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NE, A new departmental policy on program evaluation provides for an 
appropriate program evaluation function. Interim evaluation plans were in place 
and program components were being developed in conjunction with developing 
planning elements and a new approach to costing. 


11.10 The Performance Measurement System was introduced in 1980 and is 
continuing to evolve. Two important improvements are under way to supplement 
proxy measures of preparedness with outcome measures of combat capability and 
to develop methods of associating costs with effectiveness measures, 


dB eet EE Because of the complexity of the program structure and the diffi- 
culties in relating costs to program objectives, there is a need for the Department 
to consult with the appropriate Cabinet committee to agree on planning elements, 
program components and displays required in Strategic Overviews and Multi-year 
Operational Plans to make linking of policy with expenditure planning easier. 


11.12 Identifying needs for major items of equipment and establishing 
priorities for those needs are carried out by applying "best military judgement" to 
the force development process. This process would be facilitated by more precise 
guidance from Cabinet concerning the priorities and weights to be assigned to the 
Department's major commitments. Improved displays in Strategic Overviews and 
Multi-year Operational Plans should pave the way for providing such guidance. 


A i Although procedures for acquiring major equipment often appear slow 
and cumbersome, this seems to be largely due to the complexity of the projects, 
including the need to reconcile the demands of central agencies and other govern- 
ment departments, rather than to DND's system for managing such projects. 
Once needs are identified and priorities established, the Department uses a state- 
of-the-art system for clearly defining needs, identifying and analysing options, 
analysing costs and availability, and defining the acquisition project to facilitate 
effective execution, monitoring and control of the project. 


11.14 The Chief of the Defence Staff and the Deputy Minister have 
indicated that improved management of military and civilian personnel is a high 
priority. DND has taken numerous initiatives in human resource matters in recent 
years. 


i We found that the military human resource planning function operated 
well, determining manpower requirements from operational objectives and 
developing action plans to meet requirements. 


11.16 The organization and processes for training individuals were well 
documented by DND, and training requirements were derived from operational 
requirements. The Department's Individual Training Study is examining areas 
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where improvements are needed, such as the use of cost information to support 
decisions on training. 


TW17 Although DND has policies for validation of military individual 
training programs to ensure that user requirements are met, little validation has 
actually been carried out. There is a need for the Department to enforce these 
policies to ensure that maximum benefits are received from training expenditures. 


11.18 The Department spent over $50 million in 1981-82 to operate and 
maintain several large, complex computer systems, including logistics systems to 
control the use and maintenance of equipment, a large procurement and supply 
system to control the inventory of supplies and spare parts for all five Commands, 
and personnel systems to facilitate human resource management. These systems 
were developed and implemented during the late 1960s and early 1970s and, as 
DND has recognized, certain of them no longer satisfy user needs and must be 
redeveloped. 


PL The Department is reorganizing the computer and information system 
management function to provide improved central direction and control. Plans 
are in place to overcome the lack of clear policy direction on matters such as the 
significance and roles of computers in the Department and criteria for 
determining security and survivability requirements. DND also needs to improve 
its planning for the effective use of computer resources and find ways to improve 
the productivity of the processes for developing and maintaining computerized 
systems. 


DND's Environment 


11.20 Political and economic. The size of the defence budget is determined 
in light of the Government's national priorities. In the case of defence, the 
Government tends to determine expenditure and person-year ceilings by a "guns- 
or-butter" trade-off analysis rather than by analysing and costing defence needs 
and ranking them in priority. The Department is responsible for establishing 
priorities within these ceilings and allocating approved funds and person-years to 
assigned tasks. 


11.21 In peacetime, defence expenditures are used to further Government 
objectives in areas such as industrial, technological and regional development. 
Existing defence forces are used regularly in activities other than defence roles. 
For example, they are used in the Summer Youth Employment Program, in search 
and rescue and in fisheries and ice surveillance. They are also used periodically 
for activities such as fighting forest fires and providing security for international 
events like the Olympic games. The variety of tasks carried out complicates 
procedures for measuring effectiveness and linking program results and 
expenditures. This is discussed further under Planning and Effectiveness, 


beginning at paragraph 11.38. 
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Canadian Forces Buffalo airplane and Voyageur 
helicopter during search and rescue exercise 
near Summerside, P.E.I. 


11.22 Social. Canada has been at peace for over 30 years, and it has been 
increasingly difficult to maintain a "military ethos" and a sense of "military 
community" within the Canadian Forces; senior commanders believe that these 
are essential to the operational readiness of the Canadian Forces. 


11.23 The need to replace more than 10,000 military personnel each year 
because of attrition complicates human resource planning, training needs pro- 
jections and recruiting. Because of the added problem of rapidly changing 
technology, these difficulties are most severe in areas involving engineering and 
computer systems. 


11.24 These and other issues led DND to take the initiatives discussed under 
Human Resource Management, beginning at paragraph 11.70. 


11.25 Technological. The Department is involved in procuring increasingly 
sophisticated military equipment such as tanks, fighter aircraft and patrol 
frigates. This requires co-ordinated efforts in acquiring, training and developing 
operators and technicians. It also involves significant efforts in research and 
development to maintain relevant links with the international research community 
and to conduct specific projects for departmental and government purposes. 
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11.26 The magnitude and technical content of the Department's procurement 
program have major implications for the success of certain government initiatives 


not only in research and development but also in industrial development, through 
offset arrangements, technology transfers, Canadian content requirements and 


preferred supplier designations. These factors complicate the management of 
major equipment projects and require that the project teams work closely with 
many groups, both within and outside DND. 
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Audit Scope 


11.27 In this first cycle of comprehensive auditing in DND, we concentrated 
on the major management functions on which the economic, efficient and 


effective operation of the Department depends. Direction and control of these 
functions are centralized at National Defence Headquarters, but the related 
management systems receive data from, and supply information to, field 
commanders and managers. We reviewed selected aspects of five areas: planning 
and effectiveness; planning for major equipment acquisition; human resource 
management; electronic data processing (EDP) management; and information on 
costs. 


11.28 We also followed up on previous audits carried out by the Office of the 
Auditor General in DND and found that the Department has responded positively 
to our recommendations. Our follow-up included a review of the development of 
the Financial Information System and of the internal audit function; these areas 
were the subject of comments in the Supplement to the 1975 annual Report. Our 
examination of the Financial Information System formed part of our review of 
EDP management. The review of internal audit is reported as a separate section 
of this report. 


11.29 In the areas of planning and effectiveness, we reviewed: 


- the planning system that translates program objectives into 
operational plans; 


~ information provided to Government and to management to 
determine the most appropriate trade-offs among competing 
demands for resources; 
> cost analyses carried out to support long-range planning; and 
~ the Department's Performance Measurement System. 
11.30 We examined the system for planning major equipment acquisitions 


and the integration of the acquisition process with the planning system and with 
support functions, such as supply, facilities management and personnel. 


11.31 In the area of human resource management, we concentrated on the 
management of military human resources. We reviewed: 

= human resource planning processes; 

- systems for providing individual training; and 


- human resource information systems. 
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11.32 Our review of electronic data processing management included: 


- organization for EDP management; 


- the planning process and strategic and operational EDP plans; 
and 


- standards and procedures for systems development, maintenance 
and revision. 


1d BB We reviewed the extent to which costing systems satisfied the needs 
of management, government and Parliament. 


11.34 In internal audit, we examined the Department's progress in complying 
with developing central agency standards for internal audit in government depart- 
ments. 


11.35 After completing the above projects, we assessed the extent to which 
DND is ready to develop its Departmental Expenditure Plan. 


Observations and Recommendations 
General 


11.36 Two general observations have implications for all the areas within our 
audit scope. These observations are set out below and referred to as required in 
later sections. 


11.37 Communications with government. In 1980, the Government instituted 
the Policy and Expenditure Management System (PEMS) and the related system of 
Cabinet committees and policy sector resource envelopes to improve policy 
making and priority setting, in part by establishing clearer links between policy 
and expenditure planning. Three of the principal departmental documents 
designed to support PEMS are the Strategic Overview, the Multi-year Operational 
Plan and the Budget-year Operational Plan. The Strategic Overview provides the 
Department with an explicit vehicle for presenting its views on policy matters. In 
the section on Planning and Effectiveness in this report, we discuss the evolution 
of the use of these documents by the Department; subsequent sections refer to 
this process as "the development of improved communications under PEMS." 


11.38 Improvement activities. The Department has a variety of manage- 
ment review and monitoring functions, including internal audit, evaluations, 
studies, task forces and various management review groups. Improvement 
activities are under way in almost all major management areas at any given time. 
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These activities are in response to internal review and monitoring processes and 
to outside influences, including the Task Force on Review of Unification of the 


Canadian Forces, Treasury Board directives and guidelines, and recommendations 
made by the Office of the Auditor General. 


Planning and Effectiveness 


11.39 The complicated program structure of the Department demands 
complex systems for planning and for measuring effectiveness. We have set out a 
summary description of the program structure as background to discussions of 
planning, program evaluation and performance measurement. These functions are 


changing in response to recent developments initiated both from within and 
outside DND. 


11.40 Program structure. Canada's defence policy is closely linked with that 
of her allies. The strategic objective of deterring aggression is achieved by 
collective defence arrangements aimed at ensuring that aggression by potentially 
hostile forces is too expensive for them in political, social and economic terms. 
Canada, while protecting her own sovereignty, contributes to collective defence 
through various commitments to NATO, NORAD and international peacekeeping. 
The major objectives of the defence program are to fulfil these commitments. 


11.41 Exhibit 11.4 displays a summary view of the program structure; 
Exhibit 11.5 provides an example to illustrate the structure in more detail. The 
following is an explanation of the terms used in the Exhibits: 


~ The 15 Program Objectives and 4 Infrastructure Objectives were 
derived through discussions with the Government during the 
Defence Structure Review in 1975. They represent high level 
statements of DND's objectives. 


- The 55 Operational Tasks and 11 Infrastructure Tasks were also 
derived during the Defence Structure Review. Although each 
Operational Task is primarily related to one Program Objective, 
many Operational Tasks support more than one Program 
Objective. 


- The DND Performance Levels (PLs) are statements of the 
desired level of performance in output terms; that is, in terms of 
what is to be achieved. Each Task is supported by one or more 
DND PL. 


- The Command PLs are statements of the preparedness (avail- 
ability and readiness) of resources such as personnel and equip- 
ment that must be used or be ready to be used to achieve a DND 
PL. Each DND PL is supported by one or more Command PLs 
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Summary Program Structure 


Program Elements Linkages 


15 Program Objectives and 
4 Infrastructure Objectives 


The Tasks and Objectives were derived during 
the Defence Structure Review and bear clear 
but complex relationships to one other. 


55 Operational Tasks and 
11 Infrastructure Tasks 
Relationships are clearly established, but Tasks 
supported by more than one DND PL are not 
measured. 


DND Performance Levels 
(over 125) 


|Effectiveness percentages of Command PLs 
aggregated by both objective and subjective 
means to provide measures of DND PLs. 


Command Performance Levels 
(over 300) (1) 


Activities in support of Tasks are carried out 
under multi-tasking and effectiveness 

percentages are assigned to Command PLs by 
both subjective and objective means. 


Resources are allocated to operational units 
according to program priorities. 


Operational Units and 
Infrastructure Groups 


Resources Supporting 
Operations, such as 
fuel, ammunition and 
spare parts 


(1) Command PLs include PLs for National Defence Headquarters Groups. 


320 


Exhibit 11.5 


Example to Illustrate Program Structure 


| Program Objective To prevent or contain armed attack against the 


NATO area (Europe, North Atlantic and North 
America). 


Operational Task (one of 

six Tasks primarily 

associated with this 
Program Objective) (1) 


| OND PLs (Abbreviated) Maintain a mechanized brigade group in Europe with 


| certain capabilities to deploy. 


| 
) 


To make an identifiable Canadian contribution to 
the NATO conventional deterrence in Central 
Europe. 


| - Maintain three fighter squadrons in Europe at a 

| Given state of readiness. 

| (Associated with each of these DND PLs are three 
Command PLs related to manning levels, equipment 
holding levels and training of personnel in the 

| related operational units, the 4th Canadian 

| Mechanised Brigade Group and the lst Canadian Air 
| Group). 


- Maintain in Europe a National Headquarters, theatre 
base, two fighter airfields and a hospital. 


(The nine related Command PLs address manning 
levels, equipment holdings, training of personnel, 

| command and logistics support, communication and 
| elecronic support, administrative support, fixed 
installations at airfields, and operational stocks). 


- Fully exploit the airfields and brigade garrison 
facilities in wartime. 


(1) Other Operational Tasks associated with this program objective are to: 
- provide distant and close protection for military and merchant convoys in 
transit across the North Atlantic, off the East and West coasts of North 


America, and in the Northern European waters; 


- escort the seaborne elements of the Canadian Air Sea Transportable 
Combat Group to Northern European waters; 


- provide a contribution to deterrence on NATO's Northern flank; 


- provide sea, land and air combat forces in Canada for deployment overseas 
in times of crisis in support of the alliance; and 


- provide a mobilization capability. 
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18 Aurora Long-range Patrol 
Aircraft and resources 


Operational Unit 


including: 


Fuel, Sonobuoys,... 
Personnel 
Infrastructure: 

- two bases 

- training 


Exhibit 11.6 


Illustration of Multi-tasking 
of Operational Units 


Major Tasks 
(abbreviated) 


Surface surveillance of Canada's offshore waters in 
support of intelligence. 


Surveillance in conjunction with other departments 
to detect discharge of pollutants, fishing violations, 
and unauthorized exploration or exploitation of the 
resources of the sea bed. 


Conduct of missions north of 60°N to detect and 
identify unauthorized activities and in support of 
sovereign jurisdiction over remote areas. 


Support for ice surveillance activities of the 
Department of the Environment. 


Maintenance of aircraft on standby on the East and 
West coasts to locate trans-oceanic cable breaks. 


Maintenance of aircraft on standby on the East and 
West coasts to reinforce Canada's maritime regula- 
tions. 


Contribution to providing a Canadian presence 
abroad by conducting operations in foreign 
countries. 


Support for Search and Rescue. 


Conduct of sub-surface surveillance, in conjunction 
with U.S. forces, of shallow and deep water 
approaches to North America, including the 
Canadian Arctic and the Denmark Strait, to provide 
a continuing intelligence picture of potentially 
hostile submarine activities. 


Provision of aircraft on notice to carry out 
operations to counter hostile actions against 
shipping in North American waters, to deter 
military threats to North America, and to protect 
merchant and military convoys. 


PLZ 


Department of National Defence 


and is measured by an aggregate of the effectiveness per- 
centages of the Command PLs supporting it. 


- Operational Units and Infrastructure Groups are resources (per- 
sonnel, equipment and facilities) that are used for, or are ready 
to carry out, one or more Tasks. 


- Resources Supporting Operations include two types: those that 
enable a certain level of activity to be carried out, and those 
required to maintain equipment and facilities. 


11.42 The following concepts are important to understanding the program 
structure: 


- Multi-tasking refers to the fact that most operational units are 
assigned more than one task. Exhibit 11.6 displays the major 
tasks of the Aurora Long Range Patrol Aircraft. 


- In some cases "subjective measurement by expert raters" is 
required to supplement objective data to estimate Command PL 
effectiveness percentages, and these must be aggregated using 
subjective weighting factors to estimate DND PL effectiveness 
percentages. Thus, DND measures are products of both "best 
professional judgement" and quantitative data. The measures 
are further complicated in cases where resources from different 
operational units need to be combined to achieve a given DND 
Piz. 


11.43 — Planning. As there are no readily apparent alternatives to the national 
strategy of contributing to collective defence, the key Government decisions 
affecting the Department are the determinations of total defence expenditures, 
commitments for the Canadian Forces, and the desired level of effectiveness for 
each commitment. In theory, these levels of effectiveness determine the levels 
of effort required by DND and the related resource requirements, and they should, 
therefore, reflect the constraint of authorized expenditures. However, the 
Department elicits, and the Government provides, little guidance on desired levels 
of effectiveness for each commitment, and these levels are implicitly determined 
by senior managers and commanders through the processes of developing the force 
structure and related equipment requirements and operational planning. 


oy a 


Department of National Defence 


The Leopard C-1 main battle tank is a key element 
of armoured forces for the defence of Western Europe. 


11.44 Because of both the length of time required to design and produce 
military equipment and the long in-service life of the equipment, decisions made 
today influence the capabilities and costs of the Canadian Forces for many years. 
Therefore, it is necessary for the Department to analyse its funding requirements 
for the next 15 years, based on the assumption that the main elements of defence 
policy will not change. DND does this well, given the uncertainty of inflation, 
which is estimated only in the medium term of five years. 


11.45 Operational planning, in general terms, involves establishing activity 
levels for operational units that will achieve the desired levels of effectiveness 
within the constraints of available resources. Resources are allocated to permit 
achievement of the agreed activity levels, and budgets are prepared accordingly. 


11.46 We found the operational planning system to be effective in that: 


- plans develop logically from existing government guidance, 
namely the 55 Operational and 11 Infrastructure Tasks; and 


- plans are consistent, at least in the short term, with resources 
that the government has committed to DND. 
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11.47 Performance measurement. The Department introduced a new Per- 
formance Measurement System in 1980. The related procedures manual states 


that performance reports will improve the management process by providing data 
that will, among other things: 


- measure achievements against assigned Tasks; 
- highlight deficiencies in operational and support capabilities; and 


- assist decision making as an integral part of the management 
process, 


11.48 The Performance Measurement System yields effectiveness per- 
centages of Command Performance Levels which are aggregated to provide 
effectiveness percentages of DND Performance Levels. For operational units, the 
Performance Levels currently yield a measure called 'preparedness', which is a 
combination of availability of personnel and equipment and their readiness in 
terms of training and state of repair. Preparedness is intended to indicate the 
ability of a unit to perform its assigned task within the limits of designed 
capability; as such it is an output measure. The Department is working to 
establish "results" measures which, in addition to preparedness, would also 
indicate the extent to which the designed capability is appropriate in light of 
comparisons either to allied forces or potentially hostile forces. These results 
measures would be more realistic indicators of the achievements of the 
Department. 


11.49 Tasks supported by more than one DND Performance Level cannot be 
usefully measured in terms of results, except in those cases where the per- 
formances required by the relevant DND PLs contribute to a common objective. 
For example, the Task described in Exhibit 11.5 is hard to measure because of the 
difficulty of combining the outputs of the individual operational units into an 
Overall measure of task achievement. 


11.50 At present, the Performance Measurement System does not 
incorporate information on costs. However, the Department is attempting to link 
costs to PL effectiveness percentages. These attempts are complicated by multi- 
tasking. 


11.51 PEMS and program evaluation. The introduction of PEMS in 1980 
provided key vehicles for the exchange of information between Government and 
the Department. These vehicles facilitate the exercise of informed political 
judgement by the Government and, combined with feedback from the Govern- 
ment, they provide a clear framework for planning, executing and reporting 
departmental activities. 
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Pie Z DND established its Program Evaluation Branch in 1972. In 1981, the 
Department promulgated a new policy which adopted the concept of program 
evaluation as described in Treasury Board's Guide on the Program Evaluation 
Function. Previously, evaluations had been carried out under ad hoc directives 
from the Deputy Minister, the Chief of the Defence Staff and Vice Chief of the 
Defence Staff. The evaluations were concentrated mainly on aspects of the 
Infrastructure Tasks. Evaluation assessments now under way, and plans for future 
evaluation assessments, involve primarily the Operational Tasks. 


aA, PEMS and program evaluation requirements have made it necessary 
for DND to consider new ways of viewing its program structure. For purposes of 
displaying multi-year resource proposals in the Multi-year Operational Plan, the 
defence program will be broken down into "planning elements". These will be 
based on Program Objectives, as modified by decisions of Cabinet or Treasury 
Board, and are designed to better relate the need for resources to actual and 
projected program results. This requirement derives from the fundamental 
purpose of PEMS, which is to link policy and expenditure planning. However, full 
implementation by DND is difficult for several reasons: 


- Results are achieved through multi-tasking of operational units, 
so that complicated allocations of cost would be required to 
relate resources to program results. 


- Existing program objectives do not lend themselves to measure- 
ment in results terms. Some Tasks are also not measurable 
because they are supported by DND PLs that achieve 
independent facets of the Task. 


- The current state of the art in the Department is that outputs 
are measured but results are not. The distinction is important, 
because reporting output measures rather than results measures 
would likely be misleading to the layman -- output measures 
indicate the preparedness of designed capability, whereas results 
measures would reflect comparisons to either allied forces or 
potentially hostile forces. 


11.54 For purposes of program evaluation, the defence program is to be 
broken down into "program components" to focus on program objectives and 
related measures of results which are in turn to be related to activities and 
resources. The difficulties are essentially the same as for planning elements. 


11.55 The Department has established a steering committee with repre- 
sentation from the Program, Evaluation, and Financial Administration Branches to 
co-ordinate the development of planning elements and program components and to 
consider the financial management implications, including the reform of the 
Estimates. The results of this work are expected to form the basis of communica- 
tions with the Government for many years. 
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11.56 In our opinion, there are a number of specific matters that should be 
considered by DND in consultation with the appropriate Cabinet committee. 
These are discussed below. 


11.57 Strategic Overview. The Department's Strategic Overview, filed in 
March 1981, provided an assessment of funding requirements for the Defence 
Services Program over the next 15 years. Although such a long-term assessment 
is not required according to Treasury Board's Guide to the PEMS, it may be 
desirable to continue to provide such an assessment because it is consistent with 
the nature of the program and with the approach to defence spending. 


11.58 The March 1981 Strategic Overview did not review the objectives of 
the Department as the Treasury Board Guide suggests it should. This is consistent 
with the underlying assumption that the roles, objectives and tasks of DND will 
remain unchanged for the foreseeable future under the national strategy of 
contributing to collective defence. It may be desirable to discuss with the 
appropriate Cabinet committee to what extent and with what frequency the 
Department should review this assumption in the Strategic Overview. 


11.59 The March 1981 Strategic Overview also did not review alternatives 
for pursuing defence program objectives and tasks, as the Treasury Board Guide 
suggests. Such a review would normally indicate alternative expenditure patterns 
associated with alternative levels of effort and/or with different formulations of 
objectives or tasks. A discussion of the extent to which such a review should be 
provided might address the following issues: 


- The purpose of such a review would be to assess whether changes 
in emphasis on individual tasks by transferring effort, and hence 
resources, among them would achieve creater total effectiveness 
within the established envelope. Proposals to change the 
envelope itself would be covered by the assessment of long-term 
funding requirements. 


- The Government's interest in the impact of alternatives, both on 
expenditure patterns within the envelope and on_ other 
Government objectives in areas such as industrial, technological 
and regional development, might be addressed. 


- The extent to which information on changes in levels of 
effectiveness would be more useful if presented in terms, of 
results rather than in terms of outputs. The availability of such 
information will depend on the Department developing results 
measures. 


11.60 Multi-year Operational Plan. An important purpose of the Multi-year 
Operational Plan is to display the results anticipated in the planning period and to 
relate them to forecast resource inputs. Because of multi-tasking, these 
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relationships can only be estimated in many cases by allocating the full costs or 
the variable costs of operating units to their associated tasks. This is an 
imperfect, subjective process, and any decisions that might be considered on the 
basis of such displays would normally have to be supported by further analyses. 


11.61 These displays are subject to further uncertainty because of the ad hoc 
nature of certain tasks. When events call for activities in support of these tasks, 
resources originally allocated to other tasks are necessarily transferred, so that 
the forecast results in these other tasks may not be achieved. 


11.62 Discussion of these aspects of the Multi-year Operational Plan with 
the appropriate Cabinet committee would help ministers to appreciate more fully 
the implications of multi-tasking and ad hoc tasking. 


11.63 The Department, in consultation with the appropriate Cabinet 
committee, should determine: 


- appropriate planning elements for use in PEMS documents and 
program components for purposes of program evaluation; 


~ appropriate displays in the Strategic Overview, including a 
review of alternative strategies for pursuing defence program 
objectives and associated cost implications; and 


- the appropriate display of costs in relation to planning elements 
in the Multi-year Operational Plan and the Departmental 
Expenditure Plan. 


The Department concurs with the recommendation as being reasonable 
and potentially useful to DND. 


Planning for Major Equipment Acquisitions 


11.64 To assess planning for major equipment acquisitions, we reviewed the 
formal documented management systems and examined their use in two important 
cases: the New Fighter Aircraft and the Canadian Patrol Frigate. We also 
reviewed aspects of the Leopard Tank, 1 1/4 Ton Truck and Long Range Patrol 
Aircraft acquisitions in connection with other audit projects. 
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The multi-role CF-18 Hornet, recently purchased 
as Canada's front line fighter for both North 
American and European air operations. 


11.65 Large projects such as these have significant long-term implications 
for the Department: 


- They establish the limits of flexibility of key capability require- 
ments because, once acquired, the equipment can only be 
modified within those limits. 


- They determine long-term requirements for personnel, supplies 
and spare parts, and operating and maintenance facilities. 


11.66 The early phases of a project, during which the Department becomes 
committed to acquiring specific items, are of critical importance. We con- 
centrated our review on these phases, which can be described as follows: 


- identification and definition of a need, in terms of departmental 
objectives; 


- identification and analysis of options, in light of both depart- 
mental and other government objectives, to determine the 
general type of equipment to be acquired; 


- analysis of costs and availability, generally by requesting 
proposals from potential contractors; and 
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- definition of the project in terms that will permit effective 
execution, monitoring and control of the project. 


11.67 In anticipation of the large equipment acquisitions that began in the 
mid-1970s, the Department designed and implemented the Defence Program 
Management System to initiate, plan and control all capital projects. In our 
opinion, DND has a state-of-the-art system; its fundamental principles were 


incorporated into Treasury Board's Policy and Guidelines on the Management of 


Major Crown Projects. In particular: 
- needs are broadly identified in terms of departmental objectives; 


- decisions are made by appropriate individuals and committees, 
generally on the basis of full information and appropriate 
criteria; 


- decisions are well documented; 


- given the complex environment and requirements, timely 
decisions are taken; 


- responsibilities for all important aspects of project development 
and execution are clearly defined and communicated; 


° projects are adequately supported by information systems; and 


- projects are carefully monitored. 


11.68 Senior management, through DND's Program Control Board, generally 
establishes equipment acquisition needs and priorities by assessing projects 
advocated by those involved in the force development process and by the 
functional Commands against the Department's objectives and other outputs of 
the Defence Structure Review. We believe this process will be facilitated by the 
improved communications under PEMS that should provide clearer criteria for 
establishing both needs and priorities. 


11.69 In light of our assessment of the Defence Program Management 
System, a brief discussion is in order about the long period of time sometimes 
required between the needs identification phase and the delivery of the equip- 
ment. An obvious factor is the inherent complexity of a major equipment project; 
for example, the New Fighter Aircraft must be able to carry out three missions 
with quite different requirements. More importantly, the Government takes 
considerable interest in these large projects because of the opportunities to 
achieve objectives beyond those of DND, such as industrial and regional develop- 
ment. This requires the involvement of other government departments and 
central agencies through inter-departmental committees which must resolve 
important trade-offs among opportunities to achieve different objectives. 
Departmental management systems cannot be designed to hasten this process; 
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they can only be designed to provide required information and to react to 
decisions when they are made. 


Human Resource Management 


11.70 The human resource management function was perhaps more severely 
disrupted than the other major management systems by the reorganization of the 
Canadian Forces and the Department. Over time, the human resource manage- 
ment functions of the Navy, Army and Air Force and of the civilian Department 
were amalgamated to form the ADM (Personnel) Group in National Defence 
Headquarters. The ADM (Policy) Group carries out establishment planning and 
review. Now that the Department has its capital program in place, improvement 
efforts in human resource management are a high priority: 


- The Chief of the Defence Staff has announced that military 
personnel is his first priority. 


- The Deputy Minister has indicated that improved management of 
civilian personne! is one of his priorities. 


- DND has undertaken numerous initiatives in human resource 
matters in recent years. 


- The November 1981 update of the Multi-year Operational Plan 
lists an evaluation, to begin in 1982-83, of the requirement for 
and development and provision of military personnel. 


11.71 The need for such efforts resulted from various influences in addition 
to reorganization: 


- The rapid reduction in the size of the forces between 1962 and 
1975 from over 120,000 to about 78,000 was carried out using 
various policies and practices, such as authorizing early releases 
more or less on request, that were difficult to stop when the 
Government decided to reverse the trend in 1975. 


- Since the mid 1960s there has been a focus on peacetime 
activities at the expense of activities designed to enhance 
preparedness for war. 


- There were cutbacks of manpower devoted to human resource 
management. 


- There were, and still are, problems with manning shortfalls in 
some trades and classifications. Keen competition exists for 
highly skilled managers, engineers and other specialists. 


- The Government introduced new policies on bilingualism and on 
human rights, particularly opportunities for women. 
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- The increasingly common practice of having two-income families 
has made it more difficult for Canadian Forces members to 
accept the family disruption associated with postings. 


- There will be a reduction in the size of the traditional Canadian 
Forces recruiting pool -- the population ranging in age from 17 
tore: 


iM AT 72 The development of improved communications under PEMS ought to 
indirectly facilitate the management of human resources by clarifying policy 
objectives and priorities, thereby permitting the 55 Operational and 11 Infra- 
structure Tasks and related activities to be better defined, planned and ranked in 
priority. This in turn would have an effect on job requirements and trade and 
classification specifications and, through them, on requirements for training of 
and information on human resources. For example, a mobilization policy could 
have a significant impact on both training and information system requirements if 
it called for a plan to contribute forces to a lengthy, conventional war. 


11.73 Other internal initiatives also have broad implications for the manage- 
ment of human resources. The Department expects that the work of its Study 
Group on Personnel Management Policies and of the Military Personnel Policy 
Board will: 


- produce a formal personnel management concept and compre- 
hensive personnel policies for the 1980s; 


- increase and improve the use of cost-benefit analysis in support 
of human resource decision making, evaluation, study and 
research; and 


- clarify responsibilities for matters such as monitoring and 
evaluating human resource policies and procedures, planning 
organizational development and enhancing communications 
related to human resources. 


11.74 Human resource planning. To ensure that the right person is in the 
right place at the right time is a complex task. Generally high attrition, which is 
difficult to forecast or control, has a significant impact on requirements, while 
the combination of the person-year ceiling imposed by government and the 
establishment control practices followed by the Department leave little room for 
flexibility. Nevertheless, we found that the military human resource planning 
function operated well. The Department: 


- determines manpower requirements from operational objectives 
and workplans; 


- maintains detailed human resource inventories; 
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- takes into account relevant factors such as demographics and 
attrition, gender and language requirements, performance 
requirements and career management plans; 


- integrates human resource planning with other functions such as 
departmental planning, finance and training; and 


- develops action plans to meet requirements. 


11.75 Individual training. Training at both individual and collective levels is 
a pervasive and resource-consuming activity of the Canadian Forces in peacetime. 
The Canadian Forces Training System controls and delivers common recruit 
training, training of trades and classifications which are common to two or more 
environments, such as supply technician, cook, administrative clerk, radio 
operator, land ordnance engineering officer and logistics officer, and training for 
most air trades. Training of individuals for other trades and classifications unique 
to an environment (sea, land and air) is carried out by that environment. 


11.76 Several important factors influence the volume of individual training: 


- Heavy operational requirements and generally high attrition have 
led to a high volume of training requirements and to an increased 
requirement for instructors. 


- The combined effects of attrition and of rotation and posting of 
personnel aggravate the chain reaction created when a vacant 
position is staffed. Many of the staffing actions in the chain 
require individual training of the new incumbent. 


~ During major equipment replacement programs, training is 
required on both the old and the new equipment. 


1.77 The organization and processes for training individuals were well docu- 
mented by the Department. Although the system has a number of good features, 
the Department found it desirable to establish the Individual Training Study in 
July 1980 to examine all aspects of the system. We found that the strengths of 
the system included: 


- dedicated and resourceful managers, commanders and 
instructors; 


- training requirements derived from operational requirements and 
an individual performance appraisal system used to identify 
candidates for advanced training; and 


- courses developed by qualified instructors and specialists 
working in collaboration with industry specialists in certain cases 
related to equipment acquisitions. 
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11.78 The Individual Training Study and other studies are examining several 
areas where DND has identified that improvement may be needed. For example: 


- The organization for individual training does not provide central 
expertise in the management and delivery of training programs. 


- There is a requirement for increased emphasis on environmental 
(sea, land and air) training. 


~ It may be feasible to reduce demands on the training system by 
taking a more graduated approach to skill progression; that is, by 
deferring training in an individual's career where possible. 


- The costs of training are not adequately captured and analysed 
to support decision making. 


- There is potential to improve the efficiency of current training 
methods. 


11.79 Other improvement efforts, such as continuing occupational analysis 
of jobs which, among other things, assists in defining training needs, will result in 
greater accuracy in identifying training requirements. 


11.80 Existing departmental policy requires users of the individual training 
system - that is, organizations in which trained individuals are employed - to 
validate training that has been conducted to ensure that user requirements are 
being met. Although validation procedures are well documented, we found that 
little validation was actually carried out. 


11.81 The Department should enforce existing policy and procedures on 
validation of individual training courses to ensure that maximum benefits are 
received for expenditures on training. 


The Department concurs with the recommendation. The need for an 
effective and formal validation process is acknowledged and steps are 
being taken to implement it. Partially in response to this need, a 
separate classification (Training Development Officer) has been 
established. 


11.82 Human resource information systems. This section should be read in 
conjunction with the later section on EDP Management, which discusses broader 
issues with implications for human resource information systems. 


11.83 In peacetime, two key systems, the Personnel Management 
Information System and the Automated Establishment System, maintain 
information on individuals and establishment information by rank and by trade or 
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classification. These systems are integrated monthly to produce management 
reports for use by those responsible for career management, field Commanders 
and others. The Department is aware of weaknesses in these systems and of user 
information needs that are not currently satisfied. We examined the improvement 
efforts in progress. These efforts involve developing three additional systems to 
provide direct access to the human resource information bank by career 
managers, to provide, in an emergency, a capability to account for the 
whereabouts and status of human resources at the Command Headquarters level, 
and to provide human resource information and data processing capability at the 
base level. 


11.84 We found reasonable participation by users in designing new systems, 
and in establishing both the relevant information required and standards for the 
accuracy, completeness and timeliness of the information. Also, the confidential 
nature of the data involved was appropriately recognized, and user and operator 
instructions and procedures were documented and communicated. 


11.85 However, two of the systems under development rely in important 
ways on the Personnel Management Information System. The Department has 
acknowledged weaknesses in this system in the areas of relevance, timeliness and 
accuracy of information, especially in terms of the requirements of the two 
systems that will rely upon it. These weaknesses can be traced to the design of 
the Personnel Management Information System, and the new systems relying on it 
are unlikely to be effective. Having recognized this, the Department has initiated 
a project to update the Personnel Management Information System and has 
postponed completion of one of the new systems. The other new system is being 
implemented because the Department believes its advantages justify the costs. 


Electronic Data Processing Management 
11.86 Since the Department uses the acronym ADP, meaning Automated 


Data Processing, rather than EDP, we have done the same in this section. 


11.87 The day-to-day peacetime activities of the Department are supported 
by several large ADP-based systems that cost over $50 million a year to maintain 
and operate. These systems include: 


- the financial information system to record, control and report 
departmental expenditures; 


- the military pay systems; 
- the human resource information systems discussed previously; 
- the procurement and supply system which controls a large 


inventory of supplies and spare parts to ensure that the right 
item is in the right place at the right time; 
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- information systems for each operating environment (sea, land 
and air), to manage the use and maintenance of equipment; 


- the Defence Services Program Information System used largely 
in departmental planning and programming; 


- the Economic Model used in planning, programming and 
budgeting to estimate the effects of inflation on defence 
expenditures; and 


- command and _ control information systems to _ enable 
Commanders to control the deployment of their human and 
materiel resources; for these, ADP support systems are being 
developed. 


Personnel operating automated data processing 
equipment at National Defence Headquarters. 


11.88 We reviewed the management of ADP support for such administrative 
and control systems which in turn support departmental operations. Because we 
did not review tactical ADP systems, our scope was limited to matters related to 
managing ADP systems as defined by Treasury Board and as contemplated by the 
Department's Integrated ADP System planning document. 


11.89 The major ADP systems were developed and implemented during the 
late 1960s and early 1970s and represented significant achievements in their time. 
However, certain systems now need to be redeveloped, largely because of their 
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age and the increasing internal and external demands for more and improved 
information for management purposes. As well, some new systems are required. 
Rather than reviewing specific applications in detail, we reviewed the Depart- 
ment's overall ADP management policies, standards, practices and procedures and 
its initiatives for improving its systems. We took this approach because the most 
pressing need of ADP management in DND is to develop the capability to 
implement a new generation of systems and technology. 


flO The Department has recognized the need and is taking, or has taken, 
important steps to see that it is met. For example, DND has: 


~ established an ADM-level ADP Policy Committee and ADP 
Steering and Screening Committees; 


~ developed the Integrated ADP System, a strategic planning 
document that provides a conceptual framework for future ADP 
development; 


- produced various ADP planning documents; 


- displayed long-range ADP plans in the Department's overall 
Long-term Plan, which shows planned capital expenditures; 


- begun to implement a phased reorganization of the ADP manage- 
ment function; 


- undertaken a study of ADP personnel requirements; and 


- approved an ADP system development life cycle methodology. 


11.91 An important initiative is the reorganization, intended to provide a 
single authority, the ADP Manager, for ADP services in the Department. In the 
following paragraphs we discuss the reorganization and then describe issues facing 
the ADP Manager in the areas of ADP policy, plans, efficiency and staffing, and 
evaluation. 


11.92 Reorganization. At the time of writing, responsibilities for ADP 
management were as follows: 


- ADM (Finance), through the ADP Manager, provided ADP 
policies and plans, systems analysis and consulting services. 


- ADM (Materiel) provided application development services and 
hardware engineering support. 


- Canadian Forces Communications Command provided application 
maintenance and systems software support and operated the 
major data centres. 
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This structure resulted in fragmentation of responsibility for ADP services, 
Jurisdictional matters had to be referred to a high level for resolution. In 
addition, the structure was generally unresponsive to user requirements. 


i593 In the first phase of the reorganization, the Department plans to bring 
all these functions under the control of ADM (Finance), through the ADP 
Manager, except for the hardware engineering support which will remain under 
ADM (Materiel). 


11.94 A Memorandum of Understanding details the responsibilities of the 
hardware engineering support to the ADP Manager. This exception was provided 
because the engineers are involved in other responsibilities, including support to 
users of tactical ADP. The exception could perpetuate the requirement to refer 
jurisdictional matters to a high level and has the disadvantage that key personnel 
required to implement a new generation of technology would not be together as a 
team. 


ESOS The ADP Policy Committee should monitor activities covered by the 
Memorandum of Understanding between the ADP Manager and the hardware 
engineering support group to ensure that full benefits of the reorganization are 
realized. 


The Department will take action accordingly. The recommendation 
will be implemented within the terms of the Memorandum of 
Understanding. 


11.96 The planned second phase of the reorganization involves establishing 
five functional user-controlled computer centres. Each centre will develop and 
maintain its own applications and operate its own computers. The ADP Manager 
will continue with the policy, planning and other central roles, and the hardware 
engineer support group will continue under ADM (Materiel). 


L977 The degree of success ultimately achieved through the reorganization 
will depend greatly on the success the Department has in dealing with the issues 
of ADP policy, planning, efficiency and staffing, and evaluation. Improvements in 
these areas, as discussed below, are required before the second phase of the 
reorganization takes place in order to ensure that the ADP Manager has the 
capability to provide effective functional direction to ADP users. 


11.98 ADP policy. The management of ADP resources and the development 
of ADP applications should be responsive to departmental program plans which in 
turn reflect departmental objectives. Of specific concern to the Department is 
the need to develop a clear statement on the roles to be played by ADP in times 
of crisis or war. These roles provide the basis for developing ADP policy, setting 
priorities, analysing risks and contingencies, and developing security and 
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survivability requirements and contingency plans. Improved communications 
under PEMS should facilitate the development of departmental direction to ADP 
management by helping to establish departmental priorities. However, the 
Department cannot wait for these improvements to take place. Notwithstanding 
DND's existing policy directive, there is disagreement among managers and 
pe pees rs about the roles that ADP should play in DND, especially during times 
of crisis. 


11.99 To ensure that adequate attention is given to development and 
maintenance of ADP support systems, senior management should develop a 
statement that recognizes the potential contribution of such systems to the 
efficient and effective administration and operations of the Department. The 
statement should give special emphasis to the unique role of DND in times of war 
and crisis. 


The Department responds that National Defence Headquarters Policy 
Directive P25/77 (DND Automatic Data Processing Policy) clearly 
describes the function and application of ADP in support of 
departmental commitments in time of war and national emergency, 
but agrees that the directive could be improved by incorporating the 
above recommendation. 


11.100 The ADP Manager should prepare policies for approval by the ADP 
Policy Committee on: 


- criteria for establishing priorities for ADP development, main- 
tenance and processing; 


- criteria for determining security and survivability requirements; 
and 


- requirements for risk analysis and contingency planning. 


DND agrees with the recommendation regarding priority, security and 
survivability criteria and risk analysis and contingency planning 
requirements. These deficiencies had been recognized by the 
Department previously and are in the process of being corrected. 


11.101 ADP plans. The Department has a variety of ADP plans, such as the 
Integrated ADP System strategic planning document. However, it does not have a 
comprehensive long-term ADP plan, setting out not only the conceptual 
framework for future ADP development but also long-term hardware, software, 
communications and personnel requirements and plans for meeting these require- 
ments. Nor does DND have a comprehensive short-term plan, covering hardware, 
applications, system software, communications and personnel. Such plans, 
including plans for appropriate monitoring and feedback, are necessary to ensure 
effective utilization of ADP resources in future years. 
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11.102 The Department should expand the Integrated ADP System strategic 
planning document to include long-term plans for hardware, software, 
communications and personnel and should develop a short-term plan that is 
integrated with the long-term plan and with the operational priorities of the 
Department. 


The Department responds that the new DND ADP Three-year Work 
Plan is designed to meet the short-term requirement. The Long-Term 
ADP Plan Schedule (LAPS) now forecasts systems, communications 
and personnel requirements for each project out to twenty years. 
Because of the changing technology and changing user requirements, 
the Department is unable to be more specific beyond the period 
covered by the work plan. 


11.103 Staffing and efficiency of systems development. To make significant 
advances in ADP capabilities in a relatively short time, highly skilled ADP 
professionals are required. The Department reports that there is a shortage of 
ADP staff in DND to carry on present activities and to meet planned development 
activities. Further, many key ADP positions are occupied by military personnel 
who rotate through, often from non-ADP positions, and who do not have extensive 
ADP experience. This creates inefficiency in developing and maintaining systems. 


11.104 In the short term, hiring and contracting the required skills and 
experience and taking measures to improve productivity could alleviate the 
shortage. Alternatives for addressing the shortage in the longer term include: 


~ allocating more of the ADP positions to civilians and developing 
strategies to fill these positions; or 


~ establishing an ADP specialist classification for military officers 
and introducing appropriate training. 


11.105 Various means of improving development and maintenance producti- 
vity exist, including: 


- ensuring adequate training on and implementation of the Depart- 
ment's recently adopted system development life cycle methodo- 
logy; 


- developing systems in modules, the most important modules 
first; and 


- controlling the number of enhancements to systems that the 


Department plans to replace, in order to free as many resources 
as possible for developing new systems. 


11.106 The Department should overcome the shortage of ADP staff in the 
short term by hiring and/or contracting the required skills and experience and by 
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researching and applying methods of improving development and maintenance 
productivity. A longer-term solution should be developed in conjunction with 
other work in process within the Department on specialist classifications. 


The Department concurs with the recommendation. DND has 
attempted to hire or contract computer-trained personnel but has met 
with only limited success due to the intense competition for ADP staff 
within other government departments and private industry. The 
Department intends to continue using some military personnel in ADP 
positions to ensure that expertise from the functional activities being 
supported is available and, also, to provide some assistance in filling 
vacant ADP positions. In the long term, the solution to the problem 
will only be addressed through greater availability of computer-trained 
personnel and through a concerted effort by all government depart- 
ments to create circumstances which will attract ADP staff to the 
type of employment offered. For its part, DND is increasing the 
number of computer science courses at the military colleges and is 
participating in inter-departmental forums which are attempting to 
address this problem. 


11.107 Evaluation. The ADP Manager is responsible for evaluating existing 
ADP application systems to assess their continuing efficiency and effectiveness in 
meeting user needs. Because of the extent of redevelopment of ADP systems in 
process and under consideration, evaluations of in-service applications are not 
being carried out at this time. However, as applications are implemented, the 
evaluation function will play an increasingly important role in assuring the long- 
term effective management of ADP resources. 


Information on Costs 
11.108 The Department relies on various analytical techniques, computer- 
based models and other specifically designed systems to provide costing services 
such as: 

- support to budgeting and forecasting; 

- cost recovery calculations; 


- providing and reviewing cost information in submissions to the 
Program Control Board and Treasury Board and ad hoc inquiries 
for cost analyses; 


- life cycle costing for capital projects; and 


- costing of Activities for display in the Public Accounts of 
Canada by allocating the Department's annual expenditures to 
defined activities. 
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11.109 We considered whether there was a need to provide additional 
information on costs, either by existing methods or by new systems, to improve 
control over operations and expenditures. We found existing control systems to be 
satisfactory in terms of the purposes for which they have been designed. 
Personnel, operating and maintenance costs are controlled centrally by allocating 
resources, such as personnel, equipment, spare parts, supplies and facilities, to 
units and monitoring the use and consumption of those resources by various 
means, such as independent reviews of manpower establishments and logistics 
information systems. Certain costs, such as base maintenance and overtime 
expenditures, are controlled by comparing budget to actual on a monthly basis. 
Capital costs are controlled through the Defence Program Management System. 


11.110 Two existing needs for information on costs currently not satisfied are 
discussed in earlier sections of this report. Under Planning and Effectiveness, we 
discussed the nature of information on costs that could be provided to government 
to facilitate decision making under the Policy and Expenditure Management 
System and, under Human Resource Management, we described the Department's 
initiative to increase and improve the use of cost-benefit analysis in support of 
management decisions in this area. 


Internal Audit 


ye Fra Fa The Department has been responding in recent years to various studies 
of its internal audit function, to recommendations of this Office and to standards 
being developed by the Office of the Comptroller General. The Department has 
issued new administrative orders for central and base internal auditors and has 
reorganized and strengthened internal audit. An audit manual, standard operating 
procedures and a manual of audit programs have been issued, and DND has 
instituted improved training programs. In addition, various staff papers on the 
audit universe, audit priorities and planning, and the role and organization of 
internal audit have been developed in the Department. 


EZ DND has issued a policy on program evaluation and has established the 
Audit and Program Evaluation Committee. The Committee, assisted by the 
internal auditors, is currently developing a revised policy on internal audit. 
Indications are that the policy, combined with other improvement efforts which 
are ongoing, will result in an effective internal audit function that will: 


- have a comprehensive audit mandate; 


- provide functional direction to management review groups with 
audit functions; 


- catalogue and monitor plans and activities of management 
review groups; and 


- rely on and use the resources of management review groups 
where it would be appropriate and efficient to do so. 
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Information for Parliament 


1 Bs At the time of writing, the Department had not yet started to design a 
Departmental Expenditure Plan to replace the current Estimates. It is expected 
that most of the information in this Plan will be derived from the Multi-year 


Operational Plan which, as we have discussed previously, is still under 
development. 
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SYNOPSIS 


Health Protection Branch 


21: In carrying out its role in controlling health hazards through its five 
scientific directorates, this Branch is dependent for its success on a number of 
factors, including the resources available to it, its operating procedures and its 
working relationship with other regulatory agencies. We found that there were 
limited management information systems to assist Branch management in re- 
viewing and deciding on the levels of coverage provided by its scientific 
directorates. These levels of coverage do vary. For example, in the drugs area, 
close to 100 per cent of drug manufacturers are inspected annually. On the other 
hand, in the food area, the Branch inspects annually about 2,000 of the 
approximately 4,500 major food processing establishments; although other federal, 
provincial and municipal health authorities are involved in inspection activities, 
there is a need to improve co-ordination of work and exchange of information. 


W252 Air handling systems in several of the Branch's laboratories are not 
adequate for work with hazardous substances and are creating potentially 
hazardous work environments. The lack of a complete understanding between the 
Branch and the Department of Public Works regarding respective responsibilities 
for the maintenance of Branch laboratories, and inadequate safety practices in 
several of the facilities are also contributing factors. The Department is giving 
highest priority to taking positive action in this regard. Additional funds of $48.5 
million were approved in principle by Treasury Board in March 1982 to upgrade 
existing facilities. The upgrading will be phased in over a ten-year period. 


Medical Services Branch 


2.3 This Branch provides health services to certain client populations, the 
most significant being Canadian Indians and Inuit. The senior personnel at head- 
quarters and in the regions are generally experienced officers who have good 
knowledge of local operations and are actively involved in them. 


12.4 Although a number of initiatives are under way, the Branch has not yet 
interpreted the federal government's 1979 Indian Health Policy and defined 
program delivery standards for health care services to Indians and Inuit. More- 
over, there is limited co-ordination of activities with the Department of Indian 
Affairs and Northern Development for the delivery of Indian and Inuit programs. 


12:5 The withdrawal of guidelines for the provision of non-insured health 
services by the federal government and the introduction of the Indian Health 
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Policy had the effect of extending these services to all status Indians and Inuit 
and, in some instances, to certain non-status Indians, regardless of place of 
residence or ability to pay. This increase in coverage has contributed to a rapid 
escalation in costs, from $36 million in 1979-80 to an estimated $78 million in 
1982-83. This situation, together with a high staff turnover at field offices and 
limited central direction regarding non-insured health services, has resulted in a 
diversity in the level of services provided. 


E256 The absence of documented guidelines, inaccurate cost information 
and the relatively low priority given to recoveries of medical services provided by 
the Branch and insured under provincial and territorial medical plans are resulting 
in a loss of revenues to the federal government. For instance, in 1980-81, less 
than 60 per cent of the total operating costs of the Branch's 14 hospitals ($28 
million) was recovered from the provinces and territories. This situation was 
brought to the attention of the Branch in our 1978 Report. Initiatives are now 
under way to correct these deficiencies. 


Health Services and Promotion Branch 


227, The Health Services and Promotion Branch is responsible for adminis- 
tering payment of contributions to provinces for insured hospital and medical 
care, and for certain extended health care services. These contributions, which 
totalled $4.3 billion in 1981-82, are subject to specific terms and conditions 
including universality of coverage, accessibility, portability and comprehensive- 
ness of services. However, monitoring activities of these conditions by the 
Branch have been limited, and no clear criteria of what constitutes compliance 
have been developed. 


12.8 In order to address this deficiency, the Minister of Finance announced 
in November 1981 that the national standards for health care would be clarified, 
and an effective mechanism for their maintenance developed, in consultation with 
the provinces, for incorporation in new legislation by April 1983. 


Niveee A comprehensive audit of the Branch's health service and promotion 
activities by the Department's Internal Audit Directorate, on which we placed 
reliance, concluded that the administration of these activities was generally 
satisfactory. 


Social Service Programs Branch 


12.10 The Canada Assistance Plan is the most significant social assistance 
program in Canada. Through it, the federal government funds 50 per cent of the 
cost of provincial social assistance and welfare services to people in need. During 
1981-82, an estimated 2.5 million Canadians received assistance. The federal 
government's share of the cost was $2.4 billion. 
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12-11 The Social Service Programs Branch is responsible for encouraging 
that provincial policy in the area of social assistance and welfare services is 
developed with a full understanding of the essential characteristics and require- 
ments of the Canada Assistance Plan. It is also responsible for controlling 
payments to provinces. The Plan is complex and difficult to administer. 


TZ6l2 With the recent turnover in key staff and the growing size and 
complexity of the program, major steps are being taken by the Branch to 
document fully financial and administrative responsibilities, policies and proce- 
dures for the program, and satisfactory procedures to control the payment of 
funds to the provinces are being established. 


12-135 Better utilization of available management information on provincial 
operations by the Branch would enhance the efficiency of the administration of 
the Plan. 


12.14 The administration of the New Horizons program and the National 
Welfare Grants program is satisfactory. 


Income Security Programs Branch 


12.15 The Income Security Programs Branch is responsible for administering 
Family Allowances, Old Age Security (including Guaranteed Income Supplement 
and Spouse's Allowance) and the Canada Pension Plan. Benefits paid to recipients 
in 1981-82 amounted to $2 billion, $8.6 billion and $2.5 billion respectively. The 
programs are administered by headquarters in Ottawa and through a network of 
regional, district and local offices across the country. 


12.16 In all three programs, EDP and financial controls over the determina- 
tion and processing of benefit payments are adequate. However, there are 
weaknesses in existing procedures for verifying continuing eligibility for benefit 
entitlements that could give rise to incorrect or fraudulent payments. 


PZ. 17 In the Canada Pension Plan, the present departmental practice of 
excluding refunds of contributions in the determination of benefit entitlements 
has resulted in overpayments to recipients since the early 1970s. An estimated $7 
million was overpaid in 1981-82. Although this represents less than one-third of 
one per cent of benefit payments for that year, the amount has been increasing 
each year. 


12.18 Approximately 2,300 person-years, or 80 per cent of the Branch's 
resources, are used in clerical and other operations, many of which are routine. 
The Branch maintains national and regional performance measurement systems to 
monitor productivity. These systems are incompatible, differ in their approach to 
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performance measurement and use different sources of data. Not all of these 
systems provide adequate measures of labour productivity. Output measures used, 
such as volume of accounts, are not fully representative of the work performed. 


12.19 Internal audit. Considerable progress has been made toward imple- 
menting all major recommendations arising from previous audits of the internal 
audit function and from a 1980 review by the Office of the Comptroller General. 
During our audit, we had close co-operation with internal audit and were able to 
place reliance on their work. 
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Audit Scope 


12.20 The audit focused on the Department's major program delivery 
systems. Because we relied on the work of internal audit, our audit also included 
a review of that function. In addition, we followed up on the observations and 
recommendations made in our 1978 comprehensive audit of the Department. 


12521 We did not include in our audit a review of certain of the principal 
management support systems in which major improvement initiatives are 
currently under way. These include planning and evaluation systems at both 
branch and Department-wide levels. These initiatives are in response to the 
Office of the Comptroller General's IMPAC Plan and the present Deputy 
Minister's efforts to establish corporate management systems. To allow sufficient 
time for establishing the proposed systems, we deferred our audit of them to a 
later date. 


2.22 Our audit also included a review of electronic data processing and 
materiel management functions. Our observations and recommendations for 
improvement were reported to the Department. We do not consider these findings 
of sufficient importance to bring to the attention of Parliament. 


Organization of the Department 


12.23 The Department of National Health and Welfare was established in 
1944 by the Department of National Health and Welfare Act. Its mandate is to 
promote and preserve the health, social security and social welfare of Canadians. 


12.24 ~ The Department has five program branches and four administrative 
branches. The program branches have traditionally operated with a large degree 
of autonomy, partly because their operations are so diverse. The branches are: 


- Health Protection Branch: responsible for eliminating health 
hazards in the physical environment that may lead to illness and 
untimely death of Canadians, particularly those hazards asso- 
ciated with drugs, foods, disease, chemicals, medical devices and 
radiation emitting devices. 


- Medical Services Branch: responsible for providing health care 
services to a variety of client populations, the most significant 
being the Indian and Inuit peoples of Canada. 


- Health Services and Promotion Branch: responsible for admin- 
istering payments for health care to provinces under the 
Federal-Provincial Fiscal Arrangements and_ Established 
Programs Financing Act, 1977 and certain other acts, and for 
providing assistance for health service and promotion activities 
through grant programs, publications and advisory and consulting 


services. 
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- Social Service Programs Branch: responsible for administering 
the Canada Assistance Plan and other federal-provincial cost- 
sharing social assistance programs, and providing assistance for a 
wide variety of social services through grants and contributions 
programs, consultation and advisory services, 


- Income Security Programs Branch: responsible for administering 
the Canada Pension Plan, Old Age Security (including Guaran- 
teed Income Supplement and Spouse's Allowance) and Family 
Allowances programs, 


12525 Two administrative branches -- Management Practices and Personnel 
Administration -- provide administrative and technical support to the program 
branches. The other two administrative branches -- Policy, Planning and Infor- 
mation, and Intergovernmental and International Affairs -- provide input into the 
development of health and social policies, 


12.26 An organization chart is set out in Exhibit 12.1. Financial and human 
resources for 1981-82 are shown for the Department as a whole in Exhibit 12.2 
and for the individual program branches in Exhibit 12.3. Departmental expendi- 
tures represent approximately 25 percent of the federal government's total 
budgetary expenditures, 
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Observations and Recommendations 


Health Protection Branch 


Environment 


12:24 The Health Protection Branch is the smallest program branch in the 
Department in terms of financial resources. However, the nature of its activities 
in controlling health hazards in the environment make it one of the Department's 
most publicly visible programs. 


12.28 The ultimate objective of the Branch is to reduce illness and untimely 
death associated with hazards in the environment, both man-made and natural. 
From this overall objective, management has developed the following program 
objectives: 


~ to provide assurance of the quality of drugs and cosmetics in 
Canada and their judicious use; 


- to promote a high standard of safety, nutritional value and wise 
use of the Canadian food supply; 


- to identify other man-made and natural environmental hazards 
and to control the use of dangerous products; and 


- to prepare and disseminate information concerning the health 
status of the Canadian population and to establish standards for 
laboratory diagnostic procedures. 


12.29 The Branch has five scientific directorates. Four of them deal with 
specific hazard areas: drugs, foods, environment, and disease control. They 
conduct applied research in their hazard areas, including the development of 
laboratory methods to measure contaminants and product ingredients, and estab- 
lish health and safety standards. The fifth directorate, Field Operations, is 
responsible for compliance promotion activities with regard to foods, drugs, 
cosmetics and medical devices. These include inspections, laboratory testing, 
investigations and enforcement actions. 


12.30 The federal regulation of drug quality and hazards is a responsibility 
exclusive to the Health Protection Branch. Other federal departments regulate 
aspects of food quality, while responsibility for the regulation of health hazards in 
the environment is shared with a number of federal and provincial departments 
and agencies. 
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Audit Scope 


iz) The audjt of the Health Protection Branch included a review of the 
manner in which the Branch interprets and carries out its responsibilities and of 
the systems and procedures in place for managing facilities, materiel and 
electronic data processing. We visited offices and laboratories in Ottawa, 
Toronto, Montreal, Vancouver and Halifax, observed an inspection of a drug 
manufacturing plant and participated in a laboratory safety tour. 


Jurisdiction 


12.32 The Branch has a broad legislative basis and its objectives are difficult 
to measure. Its mandate leads to considerable interaction with other qovernment 
departments and other levels of government as well as academic and other insti- 
tutions, 


12.33 The Branch is responsible for administering the Food and Drugs Act, 
the Narcotic Control Act, and the Radiation Emitting Devices Act. It also shares 
responsibility with other agencies for administering other legislation. This 
includes: 


- Environmental Contaminants Act, shared with the Department 
of the Environment; 


- Hazardous Products Act, shared with the Department of Con- 
sumer and Corporate Affairs; 


- Atomic Energy Control Regulations, shared with the Atomic 
Energy Control Board; and 


- Canada Dangerous Substances Regulations, shared with the 
Department of Labour. 


12.34 Other federal departments, such as the Departments of Agriculture, 
and Fisheries and Oceans, administer other legislation in the area of food 
regulation. Municipal and provincial authorities enforce public health legislation 
in retail establishments such as restaurants, 


12355 In carrying out its role in controlling health hazards, the Branch is 
dependent for its success on a number of factors, including the resources available 
to it, the adequacy of its operating procedures, and its working relationship with 
other regulatory agencies. We found that there were limited management 
information systems to assist Branch management in reviewing and deciding on 
the levels of coverage provided by its directorates. These levels do vary. For 
example, in the area of inspection activities, the Branch annually inspects close to 
100 per cent of drug manufacturers in the country. The federal government is the 
sole regulatory authority in the drug area. 
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12.36 In the food area, the Branch relies to a greater extent on regulation by 
other agencies and annually inspects about 2,000 of the approximately 4,500 major 
food processing establishments, giving priority to known or suspected health 
hazard areas. Although certain others are inspected by other federal, provincial 
and municipal health authorities, there is limited co-ordination of activities and 
exchange of information. In the environmental health area, less than 10 per cent 
of known radiation emitting devices are inspected annually. 


12.37 There is currently no legal requirement for importers to inform the 
Branch of goods entering Canada. Documentation describing imported goods, 
voluntarily supplied by the importer to the Department of Revenue-Customs and 
Excise, is provided to the Branch. This information is not always available to the 
Branch on a current basis, There are, however, reqular examinations of selected 
commodities where potential health hazards are suspected, 


12.38 The Branch is in the process of implementing a program evaluation 
plan through which all program areas will be evaluated over the next five years. 
Management is of the opinion that the results of the evaluations should permit 
judgements to be made _ regarding the administration of legislative responsibil- 
ities, The Branch has recently taken steps to clarify working relationships with 
other agencies, particularly in the food programs area. The Branch now has 
signed memoranda of agreement with six provinces in the area of food hazard 
regulations; these arrangements provide for co-ordination of activities and regular 
exchange of information. Also, it has recently carried out joint fish plant 
inspections with Fisheries and Oceans Canada. 


Facilities Management 


12.39 - The Branch operates 12 laboratory facilities, 7 in the National Capital 
Region and 5 in other regions across Canada. The laboratories in the National 
Capital Region, Montreal and Toronto are located in facilities designed for 
laboratory work. The Halifax, Winnipeg and Vancouver laboratories are located in 
federal general purpose buildings, parts of which have been fitted up for 
laboratory work. The laboratories were constructed in the 1950s, except for the 
Sir Frederick Banting Building in the National Capital Region and the Montreal 
and Toronto facilities which were built in the 1970s. The Department of Public 
Works (DPW) has responsibility for the maintenance of these buildings. 


12.40 Rapid changes in scientific technology and an increasing knowledge of 
health hazards in the environment are continuously expanding and changing the 
nature of the services the Branch provides. Some of these laboratory facilities 
are now used for experiments which involve a wide variety of toxic substances. 
Increasing concern by the Department and DPW as to the adequacy of laboratory 
air handling systems to deal with current work requirements resulted in a number 
of studies, both internal and external, to review the facilities. These studies 
concluded that, in six of the facilities, ventilation and exhaust systems are not 
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adequate for work with hazardous substances in the laboratories and are creating 
potentially hazardous work environments, 


12.41 Co-ordination with DPW. At present, there is not a complete 
understanding of the respective roles of the Branch and the Department of Public 
Works in the area of laboratory facilities maintenance. This has resulted in slow 
response time to known deficiencies. Two examples follow. 


12.42 Problems with the Sir Frederick Banting Building in Ottawa were 
noticed almost immediately upon occupancy of the building in July 1977. By 
August 1979, the nature of the deficiencies, principally the air handling systems, 
were identified. Subsequently, DPW initiated the necessary corrective action at a 
cost of approximately $800,000. These renovations were completed in October 
1981. 


12.43 Problems with the Virus Building in Ottawa, where some of the 
Branch's most important and hazardous work on diseases is carried out, have been 
known for more than three years. The results of an outside consultant study, 
completed in February 1981 for DPW, identified serious maintenance and design 
deficiencies in the building with respect to its air handling systems. The study 
reported that there was an urgent need to either upgrade the facility or construct 
an appropriately designed building to replace it. 


12.44 The report was updated in February 1982 with essentially the same 
conclusions. A May 1982 study team, composed of staff from Medical Services 
Branch, Health Protection Branch and DPW, confirmed the consultants' obser- 
vations. The team recommended another committee be established to identify 
specific defects, recommend necessary remedies and establish potential courses 
of action. That committee was scheduled to report in July and September 1982. 


12.45 Branch management has pointed out that detailed identification of air 
handling deficiencies and definition of remedial measures is a complex task 
requiring exhaustive technical analysis. Nonetheless, given the serious deficien- 
cies in both of these buildings and the potential hazards to employees, the amount 
of time taken to implement corrective action has, in our opinion, been too long. 
However, the Department is giving highest priority to addressing these deficien- 
cies, 


12.46 Since late 1980, the present Deputy Minister has carried on discussions 
with senior officials of DPW and Treasury Board Secretariat to facilitate 
appropriate corrective action. In March 1982, Treasury Board approved in 
principle a request for $48.5 million to upgrade the Branch's laboratories. This 
upgrading will be completed in 1992. At the request of Treasury Board, the 
Branch is now in the process of preparing more detailed plans of action for this 
upgrading, including financial implications for each facility. Those facilities 
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which have been found to be the most inadequate have been given the highest 


priority for renovation. The Deputy Minister monitors progress on a monthly 
basis. 


12.47 The Health Protection Branch, in co-operation with the Department of 
Public Works, should clarify and document responsibilities for the maintenance of 
laboratory facilities. In particular, where potential hazards in work environments 
are identified, mechanisms should be established to ensure that immediate action 
is taken to eliminate the hazards. 


We agree that respective responsibilities between the Departments of 
Public Works and National Health and Welfare regarding maintenance 
of Health Protection Branch laboratory facilities should be clarified 
and documented. To facilitate provision of maintenance services from 
that Department to Health Protection Branch, this Department trans- 
ferred 13 person-years and $195,000 to DPW during 1978-79. 


Further, we agree that maintenance problems which create potential 
hazards in the work environment require special attention. Branch- 
wide procedures are in place to ensure that such problems are reported 
promptly to Branch officers so that the Department of Public Works 
can be advised. 


With respect to the Virus Building, Branch Management has trans- 
ferred the experiments involving the most hazardous substances to 
other buildings and has deferred other experiments. The remaining 
work is being closely monitored and contingency plans to respond to 
micro-biological accidents are being prepared. Staff have been 
instructed to follow strict laboratory procedures to reduce the poten- 
tial for hazards until the building can be renovated. In addition, a 
committee of technical experts in the biomedical and microbiological 
field has prepared recommendations regarding the correction of in- 
adequacies in the air handling systems. 


12.48 Safety and security procedures. The Treasury Board, the Department 
of National Health and Welfare and the Health Protection Branch have issued 
various policies and guidelines on occupational health and safety, and safety 
practices in laboratory operations. The Branch has 17 formal operating safety 
Committees and several other ad hoc committees. However, we found that the 
safety committees are active but with varying degrees of regularity and con- 
sistency in their monitoring and inspection activities: there is no established 
Branch-wide safety orientation program for new employees or ongoing safety 
awareness program; and there are no formal contingency plans in the event of 
chemical or microbiological accidents. 


12.49 During the audit, we observed and documented examples of poor 
laboratory practices. Examples include using toxic substances on the bench rather 
than under a fume hood, excessive clutter, high hazard lab doors left open, air 


363 


Department of National Health and Welfare 


wy 


During our audit, we observed and documented inadequate safety practices in 
several of the Branch's laboratories. The photographs above represent instances 


of improper storage of hazardous substances; the pictures on the next page are 
examples of proper storage. 
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locks not used, protective eyeglasses not worn and banned substances still being 
used. 


2.20 Deficiencies in safety management have been previously identified by 
internal audit, branch safety committees and outside consultants, 


1251 Physical security over laboratory facilities is generally adequate. For 
instance, controls and procedures in place to guard against the unauthorized use 
or improper disposal of dangerous drugs are adequate. 


12.52 The Health Protection Branch should take steps to improve existing 
safety practices in its laboratories. In particular: 


- procedures should be developed to ensure that existing occupa- 
tional health and safety guidelines are adhered to; 


- all safety committees should carry out inspections on a regular 
basis; 


- Branch-wide inspection procedures should be established to 
ensure that safety monitoring procedures are_ consistently 
applied and that action to correct deficiencies is undertaken; and 


- contingency plans for chemical or microbiological accidents 
should be established for each laboratory building. 


The Branch will ensure adherence to existing occupational health and 
safety guidelines, through regular inspection and monitoring activities. 


A review of the structure and activities of Branch safety committees 
to establish a consistent approach across the Branch will be completed 
by December, 1982. Regular inspections will be undertaken by these 
committees, 


Branch-wide inspection procedures will be implemented by December, 
LBZ 


Contingency plans for chemical and microbiological accidents will be 
established for each laboratory building by the end of October, 1982. 
The plans will be tested regularly. 


1252 Waste disposal. The Branch generates approximately 50 tons of waste 
each year, of which an estimated 20 per cent is toxic. The Branch is responsible 
for handling and storing toxic waste; the Department of the Environment is 
responsible for picking it up and ultimately disposing of it. 
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12.54 There have been a few instances when the Department of the 
Environment has refused to pick up toxic wastes generated by the Health 
Protection Branch because the Department had no means of ultimately disposing 
of the material. In such instances, the Branch has preferred to contain the 
material in an area where the people familiar with its properties have the 
knowledge and expertise to deal with it. 


T2222 It is recognized that it is unlikely that this problem can be effectively 
eliminated until such time as the federal government establishes a waste storage 
facility. However, we found that the handling and storage of hazardous chemicals 
and waste within the Branch were not always adequate. We noted instances where 
hazardous chemicals and waste were improperly stored in unlocked areas, 
containers were leaking, labels were missing and substances were stored in a pre- 
carious manner. All these instances were raised with management who undertook 
corrective measures, 


Medical Services Branch 
Environment 


12.56 The Medical Services Branch provides health services to certain client 
populations, including Canadian Indians and Inuit, all residents of Yukon and 
Northwest Territories, federal public servants, immigrants, international 
travellers and civil aviation personnel. Because of the diversity and location of 
the population it serves, the Branch is highly decentralized. Management and 
administration of health services are concentrated in the Branch's 10 regional and 
25 zone offices across the country and overseas. The Branch is responsible for the 
operation of some 600 health facilities in Canada. 


12°57 The Branch's main activities relate to Indian and Northern Health 
Services. They involve providing health services to registered Indians and Inuit 
resident in the provinces and to all residents of Yukon and Northwest Territories. 
Services provided include public health care programs, active treatment services 
in particular areas, health promotion, preventive health programs, environmental 
health services on reserves, and programs involving Indians in their own health 
care. These activities involve 2,500 person-years and had an operating budget of 
$196 million in 1981-82. In implementing this program, the Branch operates 9 
multi-functional hospitals, 5 small hospitals, 15 clinics, 88 nursing stations and 
124 health centres. The total population served is approximately 350,000. 


12.58 Delivery of these health services is complex. Contributing to this 
complexity are geographic dispersion and isolation of the population, the variety 
of native cultures, languages and needs, and fragmentation of jurisdictional res- 
ponsibilities, 
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12359 We found, as we did in our 1978 audit, that the senior personnel at 
headquarters and in the regions are generally experienced officers who have good 
knowledge of local operations and are actively involved in them. 


Audit Scope 


12.60 The audit of the Medical Services Branch focused on Indian and 
Northern Health Services, which account for 86 per cent of the Branch budget. 
We also examined EDP, facilities and materiel management functions in the 
Branch and followed up on matters arising from our 1978 comprehensive audit and 
recent internal audit reports, The audit was conducted at headquarters and at the 
Ontario, Pacific and Yukon regions, The regional audits included visits to zone 
offices, hospitals, nursing stations and health clinics. 


Indian and Northern Health Services 


12.61 Indian Health Policy. A significant element affecting the delivery of 
health services is the federal government's Indian Health Policy, aimed at 
improving the quality of community life, raising the level of health of Indians and 
Inuit to that of other Canadians, and increasing participation by Indians and Inuit 
in the management of their own health care programs, The Policy, adopted by the 
federal government in September 1979, places emphasis on developing and 
maintaining an effective relationship between the government and the Indian and 
Inuit peoples of Canada. 


12.62 The goal of the Policy is "to achieve an increasing level of health in 
Indian communities, generated and maintained by the Indian communities them- 
selves." The means to achieve this objective, as outlined in the Policy, are based 
on the: 


- concept of community development -- socio-economic, cultural 
and spiritual to remove conditions of poverty and apathy; 


- special relationship between the federal government and the 
Indian and Inuit peoples, strengthened by greater involvement of 
Indians and Inuit in planning, budgeting and delivering health 
programs; and 


- Canadian health system -- composed of specialized and inter- 
related elements by federal, provincial and municipal govern- 
ments, by Indian bands and the private sector, again strength- 
ened by giving the Indian and Inuit peoples a greater role in the 
delivery of services to meet specific community needs. 


12.63 In our opinion, a reasonable expectation is that the Branch would have 
completed a comprehensive interpretation of the 1979 Indian Health Policy, 
including establishing objectives and goals and defining standards for the delivery 
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of health care services, in particular, non-insured health services. This has not 
yet been completed mainly because of the situation described below. 


12.64 Prior to 1979, non-insured health services were provided on the basis 
of need to status Indians and Inuit living on reserves. In August 1978, in the 
interest of better fiscal control and in order to confirm existing practices and 
ensure uniformity in all regions, the Branch issued a guideline, "Policy Directive 
for the Provision of Uninsured Medical and Dental Benefits to Status Indians and 
Inuit". Strong opposition from Indians resulted. They claimed entitlement to free 
universal health services under Treaty rights. Their opposition resulted in the 
federal government declaring a six-month moratorium on the gquideline in 
February 1979, to provide a period for consultation regarding the controls. No 
meaningful results were achieved. The moratorium ended in September 1979 
when the Government withdrew the guideline and announced the present Indian 
Health Policy. This had the effect of extending non-insured health services to 
status Indians and Inuit, regardless of ability to pay and, under specific cir- 
cumstances, place of residence. 


12.65 These health benefits are now provided, as stated in the Policy, in 
accordance with "professional medical or dental judgement, or by other fair and 
comparable Canadian Standards". Because no such standards exist nationally or 
provincially outside the hospital setting, the Branch has had difficulty in estab- 
lishing national norms. 


12.66 In early 1982, the Branch began to develop a position paper and policy 
interpretation manual on the Indian Health Policy. However, progress has been 
slow. 


12.67 Co-ordination with DIAND. The interpretation and implementation of 
the Indian Health Policy is affected by several other federal programs which are 
concerned with Indians and Inuit, especially the Department of Indian Affairs and 
Northern Development (DIAND). DIAND also has responsibility for the concept of 
community development, fostering band self-government and transfer of control, 
and increasing Indian involvement and capabilities to assume greater self-reliance 
through funding of training programs. 


12.68 When the Indian Health Policy was introduced, the Branch recognized 
the need for ongoing interdepartmental liaison to ensure co-ordination in the dev- 
elopment of policies and delivery of services, and it established a ‘senior inter- 
departmental consultant’ position. The purpose of this position was to monitor 
activities of both the Branch and DIAND to identify and prevent any unnecessary 
and non-productive duplication of efforts by the departments. This position, at 
the completion of our audit, had been vacant for over six months; active re- 
cruitment efforts were under way. 
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17-67 Within the Branch, neither headquarters nor the regional offices have 
a written framework that defines the responsibility for co-ordination activities 
with other agencies and the manner in which such activities will be carried out. 
There does exist, however, an abundance of arrangements and contacts, mostly at 
the zone level, and established by operational people for specific issues. These 
include environmental and public health concerns regarding sewage systems 
needed because of DIAND capital construction projects. At headquarters, regular 
meetings are held as required. 


12.70 Despite these specific arrangements, the Branch's medical and health 
care programs and the interdependent social, economic, employment, educational 
and cultural programs of DIAND do not always effectively support each other. Of 
concern are the following: 


- Development of procedures to facilitate transfer of control of 
programs to Indians. DIAND has developed criteria, procedures 
and transfer models that recognize the level of community 
development and readiness to assume responsibility. The Branch 
should evaluate whether they are applicable to the transfer of 
medical and health services and facilities, 


- Development of procedures to increase Indian involvement. 
Again, the Branch should assess the extent to which DIAND 
training and _ skills development programs are_ sufficient 
requisites for increasing Indian involvement in medical and 
health care services delivery. 


Zor The independent development of procedures to facilitate transfer of 
control and to increase Indian involvement may be a duplication of effort. 
Moreover, in the absence of complementary timing of program transfers from the 
Branch and DIAND, the capacity of Indian communities to assume control may be 
overloaded. 


¥2572 The potential and the need for greater co-ordination have been 
recognized by the Departments concerned. There has been some collaboration 
with respect to health-related training programs, alcohol and drug abuse 
problems, and community health development. An interdepartmental steering 
committee to co-ordinate federal activities concerning transfer of services to 
Indian people was recently convened by DIAND. The first meeting was held in 
June 1982, 


W373 The Medical Services Branch should strengthen procedures to ensure 
better co-ordination of activities with other federal agencies that have res- 
ponsibility for Indians and Inuit, especially DIAND. 


The Branch has moved to strengthen the consultative process with 
other departments and agencies, particularly DIAND. In this regard, 


370 


Department of National Health and Welfare 


an inter-departmental liaison officer has been recruited who will be 


instrumental in ensuring effective co-ordination of activities among 
federal agencies, 


12.74 Non-insured health services. Non-insured health services provided to 
status Indians and Inuit include patient transportation, prescription drugs, health 
and dental care, payment of certain medicare premiums, glasses, ophthalmic and 
orthopaedic appliances. 


12.75 The Indian Health Policy provided that, should the provinces or 
municipalities refuse to accept responsibility for services to off-reserve Indians, 
the Branch would assume the financial burden. Where provinces or municipalities 
have not extended such services, the Branch has assumed these additional costs. 
The net effect has been the extension of these services to status Indians and Inuit 
regardless of ability to pay and, in specific circumstances, place of residence. 


12.76 This increase in coverage has contributed to a rapid escalation in 
costs -- from $36 million in 1979-80 to an estimated $78 million in 1982-83. 
Continuing cost escalations are forecast for future years. Moreover, when the 
Indian Policy was approved in 1979, a spending ceiling was established by Cabinet 
beyond which the Branch has to seek supplemental funding. This requires an 
annual request for ever increasing amounts. Supplementary estimates of $14 
million were required for 1981-82, and an estimated $21 million will be required 
for 1982-83. 


2.77 Furthermore, high staff turnover at field offices, together with the 
absence of nationally established delivery standards of health care, and limited 
central direction in this regard, has resulted in a diversity in the levels of services 
provided. Since the introduction of the 1979 Policy, there has been little 
procedural and administrative quidance from the Branch to the regions and zones 
to ensure consistent availability of non-insured medical and health care services. 


12.78 The provision of non-insured medical services is not always being 
limited to status Indians and Inuit. In the three regions we visited, services were 
being extended to certain non-status Indians as well, and the kinds of health 
services provided varied among the regions. We also noted that the status of 
patients was not being verified in all cases when payments were made, and we 
observed other instances where payments were made on behalf of Indians covered 
under a provincial medicare plan. Contributing factors to this situation are 
operating conditions of isolation, the difficulty in obtaining up-to-date listings of 
status Indians, and the refusal of many native people to use provincial health plans 
on the grounds that they have a special relationship with the federal government. 


#2.79 Because of the problems experienced in 1979, the Branch has no 
current plans to reissue guidelines. However, management is in the process of 
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developing program delivery standards and expects to complete this by September 
1984. 


12.80 Approval for payment of services is sometimes given without 
sufficient assurance that services have been rendered and that the prices charged 
are according to contract or are reasonable. Some examples are: 


- In two zone offices, fees paid to optometrists for fitting eye- 
glasses were paid prior to the receipt of services. In a few 
cases, the services were never rendered. 


- In one region, payments for dental services were not in accor- 
dance with the fees agreed with the dental association. 


- In two regions, visits by patients to other locations for medical 
reasons were extended without prior approval; nevertheless, the 
total costs of the visits were paid by the regions. 


12.81 To ensure uniform delivery of non-insured health services, the Medical 
Services Branch should strengthen the development of appropriate program 
delivery standards and the central co-ordination for these services. 


The Branch will continue development of Program Delivery Standards 
relative to non-insured health services. Directives and procedures for 
regional implementation will be developed and distributed as they are 
completed, with all action to be finalized by September 1984. 


¥2.82 The Medical Services Branch should ensure that approval for payment 
is given only when sufficient assurance is obtained that services have been 
rendered and costs charged are reasonable. 


The Branch will review and, as necessary, strengthen existing account 
verification procedures, 


12.83 Reimbursable insured medical services. Medical services provided at 
the Branch's hospitals and medical facilities and by professional medical practi- 
tioners are, in most instances, covered under provincial and territorial insurance 
plans. When such services are provided, reimbursement at per diem rates for in- 
patient and out-patient services, and fees for certain professional services can be 
claimed from the plans. 


12.84 General departmental policies exist for establishing and reviewing rate 
structures and for billing for services offered by the Department. However, 
neither the Branch nor the regions have documented policies, guidelines and pro- 
cedures for providing the various reimbursable medical services. Moreover, with 
only incomplete and inaccurate cost information available in the negotiation 
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process with provinces and territories, the regional managers have been at a 
disadvantage when negotiating rates for in-patient and out-patient services. In 
several instances, the rates were established by the provinces on the basis of 
patient-day cost reported by other than Branch-operated hospitals, 


12.85 The Branch accounting systems for hospitals and nursing stations do 
not provide for recording revenues and costs in a uniform, complete and accurate 
manner, Missing information and backlog of work have led to late billings for 
reimbursable services provided during 1981-82. Moreover, recoveries for services 
are, in some cases, based on informal arrangements which are neither updated nor 
negotiated on a regular basis. 


12.86 The absence of documented guidelines, inaccurate cost information 
and the relatively low priority given to recoveries have resulted in the Branch 
absorbing a high portion of the costs incurred in providing these services. The 
following are areas where additional recoveries could be made. 


~ In 1980-81, less than 60 per cent of the total operating costs of 
the Branch's 14 hospitals ($28 million) was recovered from the 
provinces and territories. Allowing for services provided free of 
charge to Indians and Inuit, we estimate that recoveries of these 
operating costs should be considerably higher. A similar obser- 
vation was made in our 1978 report. 


- Recoveries by one region for medical services provided to non- 
Indians and charged for on a per capita basis are based on 
population figures as they existed in 1961. Had current popula- 
tion figures been used in 1981-82, the region could have 
recovered an additional $400,000 in revenues. 


12.87 The Branch has undertaken two studies: one on Pricing and Billing to 
assess existing policies, procedures and practices, to conduct analyses and to 
make recommendations; and one on Hospital Accounting to determine the need 
for an improved hospital accounting system. Both studies were expected to be 
completed by September 1982. Branch officers expect that many of the short- 
comings identified above should be corrected when new policies and procedures 
are implemented. One region was recently successful in obtaining an additional 
$2.5 million from the province for hospital costs incurred during 1971 to 1979, 


12.88 Contribution agreements. Through contribution agreements, the 
Branch assists Indian and Inuit groups to assume control of certain components of 
the Branch's health delivery system. These include constructing new health 
facilities as well as delivering health services, providing transportation for 
medical emergencies and delivering services under the separately administered 
National Native Alcohol and Drug Abuse Program (NNADAP). The Branch 
currently administers some 600 contribution agreements, with a total value of 
_ $19.5 million. 
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12.89 Although adequate draft policies and procedures for contribution 
agreements exist at the Branch level, they have not been adequately communi- 
cated to regions/zones to ensure consistent application and to enable management 
to maintain proper controls. Moreover, except for the NNADAP, the existing 
management information system for program contribution agreements at the 
Branch, region or zone levels does not provide complete, timely, reliable and 
relevant information. 


12.90 Monitoring is being carried out on an ad hoc basis by the regions and 
zones. Contributions continue to be paid even though bands are not providing an 
accounting for the moneys they receive, as provided for under the contribution 
agreements. Even though audits are provided for under the contribution agree- 
ments, very few have been conducted. However, the Branch has recently 
established an Audit Section to review these agreements, 


12.91 The Medical Services Branch should modify its management informa- 
tion system to permit more effective monitoring of contribution agreements. 


The Branch will take action to improve the quality of management 
information and monitoring procedures for the administration of 
contribution agreements. A Branch Information Development Plan 
which includes improvements for monitoring of contribution agree- 
ments is now under development. In addition, existing draft policies 
and procedures for existing contribution agreements will be finalized 
and communicated to regional/zone managers by 31 March 1983. 


12.92 Contracts. Policy and procedures for the administration of contracts 
for medical services are generally adequate. 


Health Services and Promotion Branch 
Background 


12.93 The major objectives of the Health Services and Promotion Branch are 
to encourage and assist Canadians to adopt a way of life that enhances their 
physical and mental well-being, and to assist the provinces to bring their health 
standards to, and maintain them at, national standards. 


12.94 The Branch administers payments for health care to provinces under 
the F ederal-Provincial Fiscal Arrangements and Established Programs Financing 
Act, 1977 and certain other acts, and provides assistance for health service and 
promotion activities through grant programs, publications and advisory and con- 
sulting services. 
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Audit Scope 


12.95 We reviewed the systems and procedures in place for administering 
health care payments to provinces. 


12.96 The Department's Internal Audit Directorate conducted a comprehen- 
sive audit of the Branch's health service and promotion activities in 1981-82, and 
we placed reliance on their work, The overall conclusion was that the manage- 
ment of these activities is generally satisfactory. Some improvements, however, 
are required in existing management information systems, the processes for 
approving and amending operational work plans, and financial administration. 
Branch personnel have developed an action plan to respond to the internal audit 
recommendations, 


Established Programs F inancing 


2397 The Branch is responsible for paying annual contributions to the 
provinces with respect to insured hospital and medical care and certain extended 
health care services. These contributions, which totalled $4.3 billion in 1981-82, 
are subject to the terms and conditions specified in the Hospital Insurance and 
Diagnostic Services Act of 1957 and the Medical Care Act of 1966. These 
conditions include universality of coverage, accessibility, portability and compre- 
hensiveness of services. 


12.98 The conditions specified in the legislation have not been translated 
into operational standards. The lack of specificity of the legislation has been a 
contributing factor. As a result, monitoring activities by the Health Services and 
Promotion Branch have been limited, and no clear criteria of what constitutes 
compliance have been developed. 


12.99 In 1981, the Parliamentary Task Force on Federal-Provincial Fiscal 
Arrangements concluded that "... the proper role of the federal government, in 
consultation with the provincial governments, is the formulation, monitoring and 
enforcement of appropriate conditions on federal financial support of provincial 
programs," 


12.100 In November 1981, the Minister of Finance announced that the 
national standards for health care would be clarified, and an effective mechanism 
for their maintenance developed, in consultation with the provinces, for incor- 
poration in new legislation by April 1983. 
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Social Service Programs Branch 
Background 


I2Z.101 The Social Service Programs Branch administers federal-provincial 
cost-sharing programs for social assistance and welfare services; these programs 
represent 99 per cent of the Branch's expenditures. The Branch also administers 
two grants and contributions programs, New Horizons and National Welfare 
Grants. In addition, it provides information and consultation on a variety of social 
service issues relating to family and children's services, community development 
and voluntary action programs, 


Audit Scope 


12.102 Our audit focused on the Canada Assistance Plan and the New 
Horizons and National Welfare Grants programs. It also included a follow-up of 
our 1978 comprehensive audit. 


Canada Assistance Plan 


12.103 Background. The Canada Assistance Plan (CAP) is the most signi- 
ficant social assistance program in Canada. Through it, the federal government 
funds 50 per cent of the cost of provincial social assistance and welfare services 
to people in need. All provinces participate in the Plan. Contributions to 
provinces, other than Quebec, are paid in cash; those for Quebec are paid in tax 
points and a cash payment by special arrangements under the authority of the 
F ederal-Provincial Fiscal Arrangements and Established Programs Financing Act 
C1977), 


12.104 During 1981-82, an estimated 2.5 million Canadians received social 
assistance or welfare services. The federal government's share of the cost was 
$2.4 billion. The cost of the Plan has doubled over the last four years. The cost, 
however, is largely dependent on the provincial level of expenditure. 


12.105 Social assistance includes payments for basic requirements such as 
food, shelter, clothing and fuel, for special items such as essential repairs to 
property, and for care in welfare institutions such as homes for the aged, nursing 
homes and child care institutions. Approximately 80 per cent of the Plan's 
expenditure falls under the assistance provisions of the Plan. 


12.106 Welfare services shared under the Plan include day care, homemakers, 
rehabilitation services, casework, counselling, assessment and referral services 
and child welfare services. 
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12.107 At the time of our 1978 audit, it was anticipated that the Canada 
Assistance Plan Act would be replaced in part by a block funding agreement with 
the provinces. In May 1978, the Social Services Financing Act, Bill C-55, which 
proposed block funding instead of 50/50 cost sharing, was tabled in the House of 
Commons. It was withdrawn in November 1978. 


12.108 During 1979 and 1980, the CAP Directorate's efforts centred on re- 
establishing arrangements with the provinces, which had been preparing for 
proposed changes in funding, and starting some initiatives to strengthen the 
administration of the Plan. 


12-109 In late 1980, a federal-provincial (Murphy-Junk) task force, was estab- 
lished by the Federal-Provincial Conference of Ministers of Social Services to 
identify and review administrative and policy issues in the Canada Assistance Plan 
that were of concern to the provinces and to suggest possible solutions. It 
completed its work in May 1981 and reported to the Ministers in February 1982. 


12.110 In 1981, the Canada Assistance Plan was included in the review by the 
Parliamentary Task Force on Federal-Provincial Fiscal Arrangements (the Breau 
Committee). The Task Force Report, published in August 1981, recommended 
"the continuing use of this cost sharing approach." The Branch considers this 
report to be an indication that there may not be major changes in the near future 
to the existing legislation and cost-sharing arrangement. 


2.111 Documenting and communicating policies and procedures. [n our 1978 
Report, we commented on the need to improve substantially the documentation, 
communication and application of administrative and financial policies and 
procedures for the program. The absence of properly documented guidelines, 
responsibilities and procedures has resulted in lengthy delays in processing appli- 
cations for shared cost funding and provincial claims and in inadequate direction 
and monitoring of federal field representatives. Because program officials 
anticipated in 1978 that the Plan would be replaced in part by a block funding 
agreement, little action was taken to implement our recommendations at that 
time. The Murphy-Junk task force and the Breau Committee had similar 
observations on the need to document policies and procedures, 


2.112 Compensating for the absence of such procedures was the experienced 
staff associated with the program. Since 1978, however, the Director of Program 
Finance and the Director of Field Operations have retired, and their successors 
have been in their jobs little more than a year. In addition, the senior staff has 
changed in two of the field offices. The senior field representatives in five prov- 
inces are due to retire in the next few years. Most significantly, the Director 
General and the Assistant Deputy Minister, who have been with the program since 
its inception, have left the Branch. 
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Ze Major initiatives are now under way or have been implemented to 
address these concerns. These include: 


- distributing a consolidated set of guidelines to provinces and 
field representatives; 


- developing a series of orientation and problem-solving seminars 
for representatives from the provinces, other federal depart- 
ments and the CAP Directorate; 


- developing a financial procedures manual; 
- developing a policy manual; and 


~ implementing a study to review the feasibility of combining or 
consolidating various levels of audit activities. 


12.114 With the expected high turnover of experienced staff within the year, 
the Branch is giving priority to completing the manuals. It is too early for us to 
evaluate their effect on improving program management. 


d bya Management information systems. The Directorate is responsible for 
ensuring that provincial policy in the area of social assistance and welfare 
services is developed with a full understanding of the essential characteristics and 
requirements of the Canada Assistance Plan. It is also responsible for controlling 
payments to provinces. Extensive management information on program opera- 
tions in the provinces is needed to carry out these responsibilities. 


12.116 Under the Memorandum of Agreement with each province, one prov- 
incial responsibility is "to provide to Canada from time to time such statistical 
and other information relating to the administration and operation of the provin- 
cial law as Canada may request and it is practicable for the Province to provide." 
Responsibility for funding and encouraging the development of information 
systems in the provinces and compiling data on social assistance and welfare 
services is the responsibility of the Policy, Planning and Information Branch of the 
Department. However, although this information has been used by the Director- 
ate for specific matters, it has not all been used on a regular basis. 


dash Ma lf The Breau Committee recommended that "the Canada Assistance Plan 
requirements for statistical and financial information be strengthened to improve 
understanding of the programs cost-shared under the Plan." 


12.118 The Directorate has made efforts over the past year to use informa- 
tion from the Policy, Planning and Information Branch on general assistance 
caseloads by province on a regular basis and to link the data with general 
economic indicators such as unemployment and inflation rates. In addition, the 


378 


Department of National Health and Welfare 


Directorate does maintain detailed statistics on those homes for special care 
which it approves. However, similar statistics are not compiled on the types of 
welfare services being funded and the characteristics of the users. For example, 
the Directorate has no data on the number of spaces available in daycare centres 
it is cost sharing in, their location or their cost. It does not maintain information 
on the age or socio-economic background of the users of the service. 


iva To ensure more efficient administration of the Plan, the Canada 
Assistance Plan Directorate should make more extensive use of available depart- 
mental information on provincial welfare services programs. 


As indicated by the Auditor General, the Branch does have access to a 
departmentally developed and managed information system regarding 
Provincial and Federal welfare programs. 


The Branch will, however, intensify recent efforts to make more 
extensive use of this data base. Additionally, the Director General of 
CAP participates as a Steering Committee member in the ongoing 
development of these systems. 


12.120 Reviewing and approving applications. Procedures for reviewing and 
approving submissions by the provinces are generally well documented. The 
assessment criteria used by program staff are contained in the Act, Regulation 
and Agreements. In the case of welfare services and homes for special care, they 
are also contained in directorate guidelines. 


12.121 Payment and monitoring of contributions. All provinces, except 
Quebec, receive approximately one-twelfth of their annual budgeted amount each 
month. This amount is adjusted according to actual figures submitted monthly by 
the provinces. The claims are examined by the federal field representative who 
certifies "that the amounts included as payments and adjustments are as shown in 
the accounts and records of the province." Payments are made to the provinces 
on the basis of the federal field representatives' certification. 


12.122 As in 1978, we found that the federal field representatives have com- 
plete discretion in determining the procedures to be carried out to certify claims. 
Not all field offices have documented their procedures, and documentation varies 
from a complete system description in one province to a checklist audit program 
in another. These procedures have not been approved by senior management. 


12.123 The Branch has recognized the problem and is in the process of docu- 
menting procedures in the field offices with a view to identifying common and 
essential procedures. We support these efforts. 
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New Horizons 


12.124 New Horizons is a program established in 1972 to encourage retired 
Canadians to become more actively involved in community life. This objective is 
accomplished through cash contributions to groups of senior citizens to enable 
them to share their interests, skills and talents in developing and carrying out 
projects of benefit to the participants and others in their community. 


T7SE25 We concluded that the administration of the program is satisfactory. 
The program managers have developed efficient operational procedures which are 
documented and are closely followed. 


National Welfare Grants 


12.126 The National Welfare Grants program was established in 1962 to assist 
welfare agencies to develop and improve welfare services in Canada. The 
program develops first-hand information on social service issues for the Depart- 
ment while supporting applied extramural research and innovative approaches to 
social welfare problems affecting Canadians. Total grants and contributions 
amounted to $5.0 million in 1981-82. 


V2 27 We concluded that the National Welfare Grants program is satisfac- 
torily administered in accordance with the terms, conditions and procedures set 
out. Minor weaknesses, however, were noted in procedures for project renewal 
approvals and for audit of contributions. These were brought to the attention of 
management, 


Income Security Programs Branch 
Background 


12.128 The Income Security Programs Branch administers the Family Allow- 
ances program, the Old Age Security program and the Canada Pension Plan. 


Zao. The legal mandates for the branch programs are set out in the Old Age 
Security Act, the Family Allowances Act, the Canada Pension Plan legislation, 
and the incorporating statute for National Health and Welfare. Monthly benefits 
and eligibility are both determined by legislation. The Branch objective as 
described in the Estimates is "to maintain and improve the income security of the 
people of Canada." 


12.130 The programs are administered by headquarters in Ottawa and through 
a network of 10 regional, 55 district and 119 local offices across the country. The 
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Old Age Security and Family Allowances programs are fully decentralized. The 
Canada Pension Plan operations are currently being decentralized to the regions. 


#2515) The Branch carries out three major activities for each of the pro- 
grams. It determines an individual's initial and continuing eligibility for benefits, 
pays benefits, and provides advice, information and assistance to the public. 


Description of Programs 


LEAS Family Allowances. Family Allowances are paid monthly on behalf of 
children under the age of 18 who are resident in Canada and who are maintained 
by parents or guardians, who must themselves meet specific residence require- 
ments. During 1981-82, payments of $2 billion were made on behalf of 7 million 
children. 


12.133 Old Age Security. Under this program, there are three kinds of 
benefits: Basic Pension -- a monthly benefit paid to persons aged 65 and over; 
Guaranteed Income Supplement -- a monthly supplement paid to Old Age Security 
pensioners whose income is below a specified level; and Spouse's Allowance -- a 
monthly allowance paid to Old Age Security pensioners' spouses who are 60 to 64 
years old, All recipients must meet specific residence requirements. 


12.1354 Of the 2.4 million persons who receive Old Age Security benefits, 1.3 
million receive the Guaranteed Income Supplement. Eighty-seven thousand 
receive the Spouse's Allowance. Benefit payments in 1981-82 amounted to $8.6 
billion. 


12.135 Canada Pension Plan. The Canada Pension Plan was established in 
1965. It provides for the payment of retirement pensions to members of the 
labour force who have contributed to the Plan. It also provides benefits to 
disabled contributors, and death and other benefits to contributors' spouses and 
children. The Plan applies to all parts of Canada, except the province of Quebec, 
which has a separate, though similar, plan. Under existing arrangements, all 
benefits and all costs incurred in the administration of the Plan are financed from 
contributions made by employers and employees, together with contributions of 
self-employed persons, and from the interest earned through the investment of 
funds, 


12.136 Currently, some 14.2 million Canadians contribute to the Plan, and 1.4 
million people receive benefits. In 1981-82, contributions totalled $3.3 billion, 
and pension and other benefit payments amounted to $2.5 billion. Details of 
receipts and disbursements of the Plan are shown in Exhibit 12.4. 
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DEPARTMENT OF NATIONAL HEALTH AND WELF ARE 
CANADA PENSION PLAN 
RECEIPTS AND DISBURSEMENTS 1981-82 


(in millions of dollars) 


Employee and 
Employer Contributions 
$3,281.9 


Interest on 
Investments 
$1,707.2 


Interest on 
Operating Balance 
$143.1 


Receipts $5,132.2 


Survivors' Pensions 
$402.7 


Retirement Pensions 
SIOZ 


Disability Pensions 
$280.5 


Orphans! Benefits 


$85.1 
Administration 
Death Benefits expenses 
$55.3 Disabled Contributors $76.3 
Child Benefits 
$34.8 


Benefit payments ($2,455.6) and Expenses ($76.3) $2,531.9 
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12.137 The legislation establishing the Canada Pension Plan specifies that the 
Minister of National Health and Welfare is responsible for administering all parts 
of the Plan, except Part I which comes under the jurisdiction of the Minister of 
National Revenue. Part I deals with the coverage of persons under the Plan and 
the collection of contributions, Certain other departments have been assigned 
specific responsibilities in the Plan's administration. As examples, the Depart- 
ment of Finance is responsible for the investments of the Plan, the Department of 
Insurance carries out actuarial valuations of the Plan, and the Department of 


Supply and Services designs and operates the computer systems used in adminis- 
tering the Plan. 


Controls over the determination 
and processing of benefit payments 
for the Family Allowance, Old Age 
Security and Canada Pension Plan 
programs are generally adequate. 
Great stress is placed by the 
Branch on the quality and level of 
service provided to the public. 


Audit Scope 


12.138 The audit focused on the systems and procedures for administering 
these programs. These included financial and EDP systems, processes for 
determining benefit payments, and performance measurement systems. We also 
followed up on matters arising from our 1978 audit and reviewed the work carried 
out by internal audit. The audit was carried out at headquarters and at the 
regional offices in St. John's, Halifax, Quebec, Toronto, Edmonton and Victoria. 
In collaboration with the Branch, personal visits were made to 626 statistically 
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selected recipients of Old Age Security and Canada Pension Plan benefits across 
the country to verify their existence. 


122159 During our audit, we observed that the Branch places great stress on 
the quality and level of service provided to the public. Branch personnel 
emphasize the provision of courteous, co-operative and efficient service to 
program recipients, 


Benefit Payments and Controls 


12.140 As part of the audit, we examined controls over the determination and 
processing of benefit payments in the Family Allowances, Old Age Security and 
Canada Pension Plan programs. We concluded that EDP and financial controls 
over the determination and processing of benefit payments are adequate. 
However, there are weaknesses in procedures for verifying continuing eligibility 
for benefit entitlements. Although our detailed audit tests did not reveal any 
significant errors in payments of benefits to recipients, there is, in our opinion, 
potential for the entry of unauthorized and fraudulent transactions into the 
system, both from internal and external sources. 


12.141 This was generally the conclusion of our 1978 comprehensive audit. 
Since then, detailed internal audit reports on regional offices have made similar 
observations. Recent consultant studies commissioned by the Branch have also 
made similar comments. 


12.142 The Branch has an established Benefit Control Unit with an overall 
objective "to confirm that benefits are paid only to eligible individuals and in the 
correct amount." Recent initiatives have been taken to provide for a more 
consistent and co-ordinated approach to benefit control across programs and 
across the country. As well, a study leading to the implementation of a post audit 
program is under way. We support these efforts, 


12.143 Corrective action has also been taken in other areas, but many of the 
identified weaknesses continue. Although there are opportunities for improve- 
ment, action to implement audit recommendations has been slow. The Branch 
decentralization program announced in 1977 and modified in 1979, along with the 
reorganization and integration of major Branch components have been contri- 
buting factors. However, a Branch audit committee was recently established to 
ensure that all audit observations are adequately dealt with and progress is 
reviewed reqularly. 


12.144 Determination of benefit entitlements. Although we noted that 
procedures for the determination and calculation of benefit entitlements are 
generally satisfactory, procedures for verifying continuing eligibility for benefit 
entitlements contain some weaknesses. 
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12.145 Family Allowances, In the Family Allowances Program, birth verifica- 
tion is a major control to ensure eligibility for payment. For Canadian-born 
children, birth verification is accomplished by reference data supplied by the 
Bureau of Vital Statistics in the province of birth. In the case of foreign-born 
children, births are verified by reference to immigration documents. 


12.146 Procedures for verifying birth information are inconsistently applied 
among the regions. We noted instances where security of birth verification 
information was inadequate, and access to it was not well controlled. Moreover, 
there is no systematic process for monitoring the follow-up of unverified births. 


12.147 The Income Security Programs Branch should ensure that birth verifi- 
cation procedures for Family Allowances recipients are being complied with. In 
particular: 


- access to birth verification information should be restricted; and 


~ procedures for investigating unverified births should be 
monitored. 


A national review of birth verification procedures followed across the 
country will be conducted, national standardized procedures concen- 
trating on the existing areas of concern will be strengthened and an 
operational bulletin issued to ensure implementation. Adherence to 
the procedures will be monitored by the Benefit Control Unit on an on 
going basis and by our periodic management review. 


Procedures for investigating unverified births will be monitored by our 
Benefit Control Units on an on going basis and by Management review 
on a scheduled periodic basis. 


This process will be completed in the 1983-84 fiscal year. 


12.148 When a child under 18 earns taxable income, benefit payments are 
cancelled. Where a child earns such income, the Branch relies on official 
notification from the family. Knowledge of this requirement by the recipient is 
therefore necessary if overpayments are to be avoided. The Branch does, from 
time to time, inform recipients of these eligibility requirements; however, this 
has been done sporadically. Based on the most recent information available from 
the Department of National Revenue-Taxation, 34,000 individuals of 17 years and 
under, and 91,000 individuals who turned 18 during the year reported taxable 
income in 1979. Because of the significant number of income earners, it would 
appear appropriate to inform recipients of these eligibility requirements on a 
regular basis. 
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12.149 To ensure that only eligible recipients continue to receive benefits 
under the Family Allowances program, the Income Security Programs Branch 
should ensure that Family Allowance recipients are aware of income restrictions. 


The Branch is developing an information package for recipients of all 
our programs which outlines the rights and responsibilities with 
respect to receiving benefits from Family Allowance, Canada Pension 
Plan and Old Age Security/Guaranteed Income Supplement and Spouses 
Allowance. The first part of this package consisted of a cheque insert 
in the April 1982 cheque issue entitled, "Your Rights and Respons- 
ibilities", This included the income restrictions. In addition, the 
feasibility of issuing special computer generated messages dealing 
with income restriction will be investigated and recommendations 
developed concerning implementation. This will be completed in 1983- 
84. 


12.150 Old Age Security. In general, applications for Old Age Security 
benefits, Guaranteed Income Supplement, and Spouse's Allowance are received by 
mail at the regional offices. They are reviewed for evidence of birth, amount of 
entitlement, residence requirements, and account status before entitlement is 
approved. Death lists from provincial Bureaux of Vital Statistics are reviewed for 
change in status of the beneficiary. 


UZ) The results of our tests confirmed the existence and identity of the 
recipients of Old Age Security benefits included in our sample. 


V2 2152 In our opinion, while procedures for monitoring benefit entitlements of 
Old Age Security recipients are adequate, the Branch has not established 
satisfactory procedures to ensure that all recipients of the Guaranteed Income 
Supplement and Spouse's Allowance are entitled to payment. 


12.153 This could be of major significance in view of the amounts of money 
involved. In 1981-82, payments for Guaranteed Income Supplement and Spouse's 
Allowance amounted to $2.3 billion and $206 million respectively. The payment 
of both these benefits is dependent on the income level of the recipient. 
Applications for these benefits must be made annually. 


12.154 The application of procedures for the verification of income levels of 
these recipients varies considerably among regions, and is dependent on a number 
of factors, including, from time to time, the amount of resources available. Not 
all the recipient population is subjected to verification. Moreover, in those cases 
where overpayments are identified, recoveries vary substantially. 


12.155 The Income Security Programs Branch should standardize procedures, 
for implementation in all regions, for verifying income of recipients of Guaran- 
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teed Income Supplement and Spouse's Allowance and recovering overpayments. 
These procedures should: 


- ensure that the total recipient population is subjected to verifi- 
cation; and 


- monitor criteria for investigating overpayments, such as mini- 
mum dollar value. 


At the present time income verification is limited by the ability to 
match records with Revenue Canada Taxation. The following factors 
bear upon this limitation: 


- not all beneficiaries have Social Insurance Numbers; 
- not all beneficiaries file income tax returns; 
- resources to follow up on reported discrepancies. 


The Branch Benefit Control Unit is being expanded to conduct analysis 
of overpayments including causes, recovery and preventive measures. 
Units are being set up in each region with a central unit in Ottawa to 
develop procedures and monitor results. The skeleton of the Benefit 
Control Unit is in place and is being organized into a more effective 
unit within existing resources by redefining roles and responsibilities 
and providing the organization structure to do the job. A Treasury 
Board submission has gone forward to identify the programs required 
to meet control weakness in our payments systems and seek resources 
to strengthen those areas. Future activity will depend on the outcome 
of this submission. 


12.156 Canada Pension Plan. The Branch maintains a computerized record of 
earnings system which is a permanent record of all contributions made by each 
contributor to the Canada Pension Plan, together with the related earnings 
information of the contributor. In 1981, this system contained 14 million 
accounts. 


12.157 Because the amount of a Canada Pension Plan benefit is based on 
information contained in the record of earnings, we examined records of 600 
recent pension recipients to determine the accuracy of these records. There were 
no significant errors. Moreover, the results of other tests confirmed the 
existence and identity of Canada Pension Plan recipients included in our sample. 


12.158 We did note that refunds of contributions are not taken into account 
when calculating benefit amounts under the Plan. The policy to exclude refunds 
was adopted by the Branch in the early 1970s because of inaccurate and 
incomplete information in the record of earnings. The difficulties were mainly 
resolved in 1972; thus, this policy is no longer appropriate and should be 


387 


Department of National Health and Welfare 


discontinued. In 1981-82, this situation resulted in an estimated $7 million in 
overpayments to recipients. Although this represents less than one-third of one 
per cent of benefit payments for that year, the amount has been increasing each 
year. 


125159 The Income Security Programs Branch should include the effect of 
Canada Pension Plan contribution refunds in the determination of benefits. 


A project is under way which will ensure that as of January 1, 1983 all 
Canada Pension benefits effective commencing with that year reflect 
the use of valid refunds in the calculation of benefits. 


12.160 Existing systems and procedures for determining continuing eligibility of 
retirement and surviving spouse's pensions require improvement. Specific weak- 
nesses include the failure to use death lists provided by provincial Bureaux of 
Vital Statistics for the purpose of ensuring that the death of pensioners is 
reported to the Canada Pension Plan, as is done in the Old Age Security program. 


12.161 As part of its program to determine continuing eligibility of Canada 
Pension Plan beneficiaries, the Income Security Programs Branch should establish 
procedures to match provincial death lists against lists of beneficiaries. 


The Branch will establish procedures to match provincial death lists 
against lists of beneficiaries as part of the continuing eligibility 
program. This requirement has been recognized during a review of 
control programs necessary within the payment system. It was 
addressed by an internal review in developing the need for benefit 
control, by a Branch study on Program Control requirements and by an 
outside consultant study on EDP Controls. These two studies were 
carried out between October 1981 and July 1982. As a result this 
recommendation along with many others has been incorporated in the 
Benefit Control activity for 1982-83 and future years. 


Long-term Financing Arrangements - Canada Pension Plan 


12.162 Since 1977, this Office has commented on the need to develop long- 
term financing arrangements for the Canada Pension Plan. The action being 
taken by the federal government to address this matter, and our comments 
thereon, are contained in Chapter 15. 


Performance Measurement Systems 


12.163 The Branch performance measurement systems cover approximately 
2,300 person-years or 80 per cent of the Branch's resources. These person-years 
are engaged in clerical, administrative, counselling, benefit delivery and other 
related operations. Many of these operations are routine. Hence, productivity 
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measurement is central to achieving sound control over efficiency in these 
operations. 


12.164 The Branch operates two distinct performance measurement systems 
to measure productivity. They are: 


~ the national performance measurement system: Covering all 
regions and programs, this system was developed in the early 
1970s as part of a Treasury Board initiative to have departments 
support budget submissions with performance data. The system 
today covers all person-years utilized in Income Security Pro- 
grams. Reports include productivity measures, quality and level 
of service indicators. The data are used as a basis for regional 
office support of budgets as well as monthly monitoring of 
performance. Performance information from this system has 
been included in the 1982-83 Estimates, 


- regional time and production reporting systems: These are 
operated and maintained in the regions at regional management 
discretion. These systems have their origins in the 1960s when 
the Branch used work measurement and production and time 
reporting for labour productivity management. They were 
designed to suit the control needs of operating managers. Today, 
parts of these systems are in operation in some regional offices 
in some programs. 


12.165 As part of an overall departmental initiative to improve performance 
measurement systems, Branch management is currently taking major steps to 
review and revise these systems through a national project with substantial 
regional input. 


12.166 Audit scope. Using audit criteria developed by our Office, we 
evaluated both the national and regional performance measurement systems to 
determine whether they: 

: used accurate and relevant measures of productivity; 

= used appropriate standards for measuring productivity; 

- tailored reports to management needs; 

- used performance data to improve efficiency; and 

= kept productivity measures and reports current. 


12.167 National performance measurement system. The national system has 
a number of good features such as well defined inputs, level of service and quality 
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indicators. It also provides useful information to senior management in fore- 
casting and monitoring human resource utilization. However, while inputs are 
relevant, accurate and generally well allocated to programs, output measures are 
not fully representative of work performed. Total account volume (that is the 
total number of individuals receiving benefits) weighted to reflect differences in 
work effort involved is used as the measure of output. However, the ratio of 
accounts maintained and accounts created to total accounts can vary significantly 
from period to period. Thus, this measure does not, in our opinion, adequately 
represent the amount of work done during each period. 


12.168 The system provides service level and quality indicators, such as 
processing time for new applications and numbers of cheques returned. However, 
the quality aspects of some important tasks are not measured. 


12.169 Regional time and production reporting systems. Although informa- 
tion in these systems is well suited to operating management needs, little 
maintenance and development work has taken place in the recent past, with the 
result that there is no systems documentation and systems are inconsistent in 
format and content between regions. Production items are not consistently 
counted, and dissimilar outputs are inappropriately aggregated, resulting in 
inaccurate measures of total workload. Moreover, there is no clear understanding 
of how some items of production are to be counted, and the systems do not use 
current performance standards, 


12.170 In revising its performance measurement systems, the Income Security 
Programs Branch should ensure that: 


output measures are more representative of work performed; 


- productivity standards used for comparison are properly estab- 
lished and are updated as processes change significantly; 


- service level and quality indicators are developed for all 
important work tasks; and 


- regional systems are consistent and provide accurate measures 
of total workload. 


The entire functional/task classification is currently under review. 
The functions for which representative output measures and quality 
and effectiveness indicators are required will be selected this year 
(1982-83). Statement of requirements for the changes to existing 
systems and for the development of new ones are to be completed by 
June 1983. Systems modifications and development will be done on a 
progressive basis from July 1983 to March 1985. This applies to 
regional as well as national systems. 
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Work is in progress for the development of representative production 
standards in one Area (Ontario with assistance from Headquarters 
staff). A workstation model has been created, work simplification 
techniques applied and production standards are now under develop- 
ment, It is expected to apply the results of this study to the entire 
Area during 1983-84, for one program (OAS). Development and 
application of updated production standards will be extended to other 
areas and other programs progressively over the next three to five 
years. This activity has been incorporated as a goal in the current 
Program Operations long-term plan. 


e217 L Productivity improvement. Productivity targets are set nationally 
through the annual planning and budgetary process. Within prescribed operational 
frameworks, the implementation and the achievement of these targets have been 
left to the discretion of regional directors. However, there is no formal process 
of ensuring that individual initiatives to improve efficiency are appropriate and, 
where they are, are communicated to other regions other than through regular 
management meetings. 


12.172 As a result, the amount of attention paid to routine efficiency 
improvements such as work simplification, systematic office and workplace layout 
and methods engineering, varies considerably. While broad national operational 
guidelines are issued centrally, the discretion granted to regional management has 
resulted in different processing methods in some offices. 


12.173 The Income Security Programs Branch should make greater use of 
routine efficiency improvement techniques. These techniques should form part of 
the centrally directed productivity improvement program that would assess 
regional initiatives from the point of view of national implementation. 


The necessary mechanism will be developed during 1983-84 for co- 
ordinating on a national basis the implementation of efficiency im- 
provement techniques and their evaluation. 


12.174 A test of labour productivity. Because productivity management is 
important in the Branch and because, in our opinion, existing systems do not 
adequately measure productivity, we included in our audit a test of labour 
productivity. The Toronto Regional Office was chosen for this test as it had one 
of the largest concentrations of clerical staff within the Branch. 


12.175 We developed engineered standards and determined 1981 labour 
efficiency levels in the 21 Old Age Security processing units in the Regional 
Office for the period January 1981 to December 1981. Our findings resulting 
from this test apply only to those units measured. 
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January 
February 
March 
April 

May 

June 

July 
August 
September 
October 
November 
December 


DEPARTMENT OF NATIONAL HEALTH AND WELFARE 
INCOME SECURITY BRANCH 


LABOUR PRODUCTIVITY MEASURES 
FOR OLD AGE SECURITY PROCESSING UNITS IN TORONTO REGIONAL OFFICE 


1981* 


Office of 


the Auditor Genera! 


65-1 
76.0 
72.6 
64.6 
75.9 
Ties 
49.4 2 
76.9 
75.0 
73.7 
84.4 
71.9 


As Computed by 
Branch National 


Exhibit 12.5 


Performance Measurement 
System 


137.8 
180.0}! 
179.5 
89.7 
119.7 
Lhe 3 
114.9 
116.0 
113.5 
109.4 
109.4 
110.8 


1 1974-75 base year comparison. Effective April 1981, base year comparison was 
changed to 1979-80. 


2 


Mail strike. 


*In reviewing these two measures, the following should be noted: 


The Branch system measures increases or decreases in productivity for any 
period against productivity in a selected base period by means of indices. 
The index for the base period is taken as 100 per cent. Thus, the measure 
of 110.8 per cent for December 1981 indicates that labour productivity was 
10.8 per cent higher than December 1980. 


Our Office measured labour productivity against engineered time standards 


which reflect expected times to 


accomplish relevant tasks. 


Thus, the 


December 1981 measure of 71.9 per cent measures productivity for that 
month against a standard which is expressed as 100 per cent. 
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12.176 Exhibit 12.5 provides details of the monthly levels of labour produc- 
tivity calculated by the Office for these units and those computed by the Branch's 
national performance measurement system. While these measures generally move 
in the same direction, in months with significant changes in workload, the Branch 
system does not completely reflect changes in productivity. 


Internal Audit 


2.077, The Internal Audit Directorate has a staff of 31 professionals and, in 
1981-82, its authorized budget was $1.5 million, including professional fees for 
audit work done under contract. The Director, Internal Audit reports direct to 
the Deputy Minister, who acts as Chairman of the Departmental Audit Com- 
mittee: 


u2.L/8 The internal audit function generally meets the audit criteria estab- 
lished by the Office. Considerable progress has been made toward implementing 
all major recommendations arising from previous audits and from a performance 
assurance review carried out by the Office of the Comptroller General in 1980. 


12.179 During our audit, we had close co-operation with internal audit and 
were able to place reliance on their work. 
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DEPARTMENT OF TRANSPORT - SURFACE TRANSPORTATION PROGRAM 
SYNOPSIS 


13.1 The Department of Transport plays a major role in shaping the nation's 
transportation activities, and the Surface Transportation Program involves annual 
expenditures of over $900 million. Policies and programs for Surface 
Transportation often represent major long-term expenditures and affect the 
decisions of Crown and other corporations, provincial governments and individ- 
uals. Once commitments are made, changes to programs can be very expensive 
and difficult to implement. In developing high-profile programs, the need to 
consult and reach agreement with many parties with differing views is a 
significant factor. 


13.2 Exhibit 13.1 illustrates the distribution of expenditures by activity and 
by expense category. Payments to Crown corporations make up more than 75 per 
cent of this program's total expenditures. 


13.3 The National Transportation Act, the Railway Act, the Motor Vehicle 
Safety Act and the Railway Relocation and Crossing Act are the principal acts 
governing the operation of the Surface Transportation Program. The provision of 
certain ferry services is also part of the Minister's mandate as required under 
sections 31 and 32 of the Terms of Union with Newfoundland and the terms under 
which Prince Edward Island entered Confederation. 


13.4 With the exception of the motor vehicle testing facilities, the Surface 
Administration neither owns nor operates major facilities. Rather, it contracts 
for certain transportation services which are required by statute, such as the 
Newfoundland ferries, or which represent federal obligations, such as the pro- 
vision of freight and passenger services. It also makes significant grants and 
contributions for operating intra-provincial coastal ferries, transporting grain by 
rail and improving highway networks and urban transportation systems. 


Railway Transport - Passenger Services 


13.5 In the Railway Passenger Policy of 1976, the Government called for a 
comprehensive plan for rationalizing and revitalizing the railway passenger 
network. The objectives were to reduce subsidies by attracting more passengers 
and increasing revenue where there was a potential market and to cut government 
expenditures by eliminating, reducing or consolidating services where there was 
limited market potential. A primary concern was to reduce the amount paid by 
Canadian taxpayers to subsidize railway passenger services. This was to be 
achieved by rationalization and revitalization of the system. 
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13.6 The railway passenger program was established to ensure the imple- 
mentation of the 1976 policy. The direction to the Department was to accomplish 
this in a timely manner and with minimum disruption to the existing system. At 
that time there was insufficient appreciation of and attention to potential 
difficulties inherent in implementing such an expensive, complex, controversial 
and highly visible program. Subsequently, the Department states, a rational- 
ization program that was assigned to the CTC yielded much more limited results 
than the Department had expected. 


13.7 In spite of government efforts to reduce subsidization, expenditures 
are considerably higher than those envisaged when VIA Rail Canada Inc. (VIA) was 
established in 1977. Federal subsidies currently exceed $50 for each paying 
passenger. Operating losses are also considerably higher than envisaged in upward 
revisions of forecasts prepared by the Department in 1978 and 1981. It is highly 
unlikely that federal payments to VIA can be contained within the limits set by 
Cabinet in 1981 when major service cutbacks were ordered. Without these 
cutbacks, current losses would be even higher. 


13.8 Although the 1976 policy was based on extensive studies, we found 
that in proposing it, the Department did not fully define the role of railway 
passenger services. Specifically, the Department did not ensure that necessary 
market assessments were made to provide a basis for determining the best ways 
of satisfying passenger needs regardless of the transportation method before the 
railway option was accepted over other competitive modes, such as buses. 


13.9 After the 1976 Railway Passenger Policy statement had been issued, 
the responsibility and accountability for ensuring the successful implementation 
of the program rested with the Department. However, the Department points out 
that the main activities necessary to accomplish this were delegated by the 
Government to a number of organizations such as the Canadian Transport 
Commission (CTC) and VIA. The Department did not develop a comprehensive 
plan for implementing the railway passenger program. Specific objectives and 
responsibilities for the key participants involved in implementing the program 
were not defined appropriately. As a consequence, participants’ responsibilities 
continue to overlap to the detriment of overall accountability for the program. 
Even within the railway option, we found no evidence of any comprehensive 
operating plan for services to be provided based on factors such as traffic 
analysis, cost and revenue targets by route, fare analysis, and so on. As a 
consequence, there is an inadequate basis for planning and monitoring financial 
and operating performance. 


13.10 When difficulties were encountered in implementing the program, 
major changes were made without thorough consideration of the consequences. 
For example, when VIA was established as a separate Schedule D Crown 
corporation, the Department did not assess how a continuation of the operating 
independence VIA had had as a subsidiary of CN would affect the Department's 
ability to control the program. This is particularly significant in view of the fact 


401 


Department of Transport 


that 70 cents of every dollar of VIA's operating costs are reimbursed by the 
program. 


Ine Since the program's inception, its management has been hampered by 
lack of financial, operating and marketing information. Nevertheless, until very 
recently, the Department has not made use of information available from the 
CTC, an organization that has considerable experience and expertise in assessing 
the cost of operating and subsidizing railway passenger services. Once VIA had 
been set up, the Department did not enforce those clauses in its contract with VIA 
that required the company to provide it with timely information essential for 
controlling the program. 


Loz The responsibilities of the participants in providing railway passenger 
services have not yet been defined satisfactorily, estimates of financial costs of 
maintaining individual routes and providing related services have been consis- 
tently unreliable, the Department's ability to provide reliable data on VIA's 
current or future operations has been compromised, and there is no assurance that 
costs can be contained within prescribed limits. Although the Department is 
taking steps to improve its control over the program, there are a number of 
additional steps that will need to be taken before it is in a position to plan the 
program's implementation in the longer term. 


13.13 The role of railway passenger services needs to be more precisely 
defined, particularly in relation to remote, corridor, transcontinental and regional 
services. Similarly, criteria need to be developed for assessing VIA's future 
performance, and strategies worked out for marketing, operating and, where 
necessary, cutting back or eliminating rail passenger services. Only then will it 
be possible to develop a program that recognizes the appropriate role of trains in 
passenger transport and clearly defines the responsibilities of the program's major 
participants. It is important to note that an assessment of whether rail services 
are the best way of satisfying the travelling public's needs should include the 
possibility that they may not be justified when compared with competing modes of 
transportation. 


Water Transport 


13.14 Agreements with Canadian National (CN) regarding some $535 million 
in federal subsidies to cover CN Marine's operating deficits are not providing 
sufficient financial control; there is a lack of adequate information for assessing 
the economy and efficiency of CN Marine and for negotiating the amount of 
federal payments to the company. We also found serious weaknesses in the 
control over payments to CN for CN Marine's capital expenditures. For example, 
in 1980, CN Marine was provided with $25 million from the Consolidated Revenue 
Fund long before the money was paid by the company to the builder of the vessel, 


M.V. Abegweit. 
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13.15 There are a number of questions about the propriety of this trans- 
action. We could not discover what net benefits to the Crown were foreseen at 
the time these funds were advanced; why CN Marine invested these funds in a 
special bank account in the name of the shipbuilder, in trust for itself, without the 
Department's knowledge; and why $163,000 was paid by CN Marine to the 
shipbuilder from this trust account. The total cost of the vessel is under dispute 
and its exact date of delivery has yet to be determined. 


13.16 Although contract audits were carried out, we noted that CN Marine 
has resisted the Department's efforts to audit the economy and efficiency of 
company operations. In the absence of any cost or other appropriate standards to 
measure CN Marine's operating performance, the Department has no satisfactory 
way of knowing whether it is subsidizing only the costs of "properly managed" 
services, as directed by Cabinet. Thus, there is no independent assurance that the 
Canadian taxpayer is getting full value for money or whether the establishment of 
CN Marine has in fact led to the improvement in financial control envisaged by 
Cabinet when the company was set up. 


Grain Transport 


ES Pe i Activities relating to grain transport have been developed as interim 
measures in an atmosphere of uncertainty about the future of the Crowsnest Pass 
Rate. The Government decided to initiate the prairie branch line rehabilitation 
program in June 1977 without adequate planning. First, the Department did not 
document the financial implications of not arriving at an agreement with the 
railways on who would be responsible for timely maintenance of the branch lines 
following their rehabilitation at the taxpayers' expense. We were informed that 
the railways have not accepted unconditional responsibility for expenditures on 
future maintenance. Second, the Department did not consult with the Canadian 
Transport Commission in time to determine how the introduction of this new 
program could affect branch line subsidies that the CTC was already required to 
pay under the Railway Act. The potential for additional subsidies could add 
substantially to the government's costs. This matter was not considered and 
therefore not highlighted in documents submitted by the Department to ministers. 
The railways have already claimed some $50 million from the CTC for such 
benefits. These claims have been disallowed. However, one of the railways has 
asked the Federal Court of Appeal for leave to appeal. Third, the Department did 
not determine by pre-inspection the existing condition of the lines or investigate 
the options for construction standards and specifications most appropriate for 
rehabilitating these lines before signing agreements involving $240 million of 
contributions under this program. Some of these difficulties are now being 
resolved in more recent agreements. 


13.18 So far, $318 million has been incurred on this program. Independent 
_ auditors and engineers were appointed in 1981 to audit, inspect and certify the 
_ work done since 1977 and the claims made by the railways. The auditors, who 
_ acknowledged the difficulty of carrying out reviews years after the work had 
commenced, did not find evidence of failure to meet engineering standards or of 


403 


Department of Transport 


improper use of funds. However, they have not yet provided explicit assurance to 
the Department that the improvements made to the branch lines were the most 
appropriate, or that the work was completed in a cost-effective manner. We 
believe that the Canadian taxpayer is entitled to such independent assurance. 


13.19 The Department has not completed the development of satisfactory 
procedures for determining the extent to which this program, as opposed to 
existing and evolving alternatives, contributes to improving the grain transpor- 
tation and handling system. 


Highway Transport 


13.20 Highway development in the Atlantic Provinces. A substantial propor- 
tion of the expenditures for Phase I of the Atlantic primary highway strengthening 
program was not directly related to one of the program's Cabinet-approved 
objectives of establishing uniform truck load limits in the Atlantic provinces. 
Before the start of Phase I, allowable truck load limits in one of the provinces 
were already at the specified level. This was not formally brought to the 
attention of Cabinet when it was asked to approve the program. Further, studies 
conducted at the end of Phase I to evaluate the economic benefits, in terms of an 
increase in the efficiency of trucking operations, that actually resulted from the 
$100 million federal contribution to the first phase of this program were based 
largely on estimated, as opposed to actual, efficiencies achieved. Approximately 
$1 million was spent on evaluations of Phase I projects by the provinces. These 
evaluations show a number of economic benefits derived from the highway 
investments. The multi-modal transport studies required by Cabinet as a pre- 
condition to Phase II of the program have not all been completed by the 
Department. The Department states that truck operating cost savings were 
estimated in retrospective studies but the data required to formulate a reliable 
estimate of freight rate savings were not generated due to resource constraints. 
The latter savings can be inferred on a non-quantifiable basis from the upward 
changes in truck fleet composition. 


13321 Phase II expenditures of $84 million are expected to be offset by 
savings in certain freight subsidies by modifying the regulations applicable to the 
Atlantic Region Freight Assistance Act. This Act is administered by the CTC. 
Phase II highway projects have been approved without appropriate prospective 
cost-benefit analyses. Further, it will be necessary for the Department to 
monitor the actual savings in freight subsidies administered by the CTC in 
relation to actual Phase II highway development expenditures. Such monitoring of 
expenditures is essential for ensuring compliance with the Cabinet requirement of 
a fixed expenditure envelope. 


Multi-modal Planning 


122 This kind of planning entails examining all applicable modes of 
transport, such as air, bus, truck, train and so on, in order to allow for the choice 
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of the mode or combination of modes that will provide the most appropriate 
method of meeting a transportation need. 


13.23 We found a number of instances where the Department had not 
included an analysis of multi-modal factors in its proposals to the Minister. The 
railway passenger program is a clear example. Thus the Department has no 
assurance that it is "making the best use of all available modes of transportation 
at the lowest total cost ..." as directed by the National Transportation Act. 


Role of the Senior Financial Officer 


13.24 Major programs have been developed without the Senior Financial 
Officer (SFO) having either assessed or advised on their financial implications. 
Similarly, the SFO's involvement has been minimal both in specifying financial 
controls required for implementing the programs and in commenting on the 
manner in which program managers have monitored their financial results. 


13.25 Although the role and responsibilities of the SFO have been adequately 
defined, we found that the role has not been fulfilled in the case of the Surface 
Transportation Program. 


Measuring and Reporting Program Effectiveness 


13.26 The responsibility for program effectiveness evaluation was assigned 
to an Evaluation Branch by the Deputy Minister in 1975, but no program 
effectiveness evaluation studies of major Surface Transportation programs have 
been completed. Similarly, although the Branch was given responsibility for 
ensuring the establishment of performance measures, including indicators of 
effectiveness, satisfactory measures have not been developed for Surface 
Transportation programs. 


13.27 Initiatives were taken during 1981 to meet Office of the Comptroller 
General guidelines for establishing the organization and planning for program 
evaluation. The success of these efforts in generating satisfactory measures of 
program effectiveness has yet to be demonstrated. 


Internal Audit 


13.28 The work done by internal audit in the Department was too limited in 
scope to be of value in relation to our examination. The group had not audited the 
significant program components of the Surface Transportation Program. For 
example, management controls relating to railway passenger services or water 


_ transportation assistance had not been examined during 1978, 1979, 1980 or 1981. 


These activities account for over $675 million in annual expenditures. 
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13:29 Audits that were conducted primarily addressed administrative and 
support systems. Audit reports did not highlight important findings for the 
Deputy Minister's attention and, in certain instances, insufficient evidence was 
collected to support findings. 
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Audit Scope 


13.30 We examined the planning for major programs. In examining the 
adequacy of information for decision-making, we paid special attention to the 
Department's analysis of how one kind of transportation affects another. We also 
assessed whether relevant factors, such as costs, benefits and effects, have been 
identified, analysed and compared, and, where appropriate, feasible alternatives 
identified for ministerial review. The Privy Council Office Guidance Manual for 
the Preparation of Discussion Papers and Memoranda to Cabinet provided criteria 
for our examination. This manual outlines the responsibilities of officials for 
ensuring that the minister or ministers concerned are provided with objective 
information on all reasonably feasible options to enable them to make an informed 
judgement on the cost of satisfying relevant social and economic objectives. 


P55) Since most of the Surface Transportation Program expenditures are 
made through operating contracts and grants and contributions, we examined 
whether the Department negotiates agreements in accordance with the approved 
objectives and with due regard to economy and efficiency. We assessed the 
adequacy of the management system for implementing programs, including 
financial controls, performance verification/inspection and audit. In particular, 
we reviewed the way the Department administers its contracts with Crown 
corporations. Parliament has authorized appropriations for the Department to 
make payments to such corporations for the provision of certain services. The 
Department thus has an obligation to account for its expenditures of funds from 
the Consolidated Revenue Fund to ensure that the affairs of the Government are 
being administered in the best interests of the taxpayer. 


i Sey Reporting on a program's results is essential to ensuring accountability 
and enabling ministers to revise programs where necessary. We examined the 
adequacy of the procedures for evaluating the effectiveness of the Surface 
Transportation programs. 


|e In the case of Grain Transport, we did not examine in detail the 
arrangements made or the justification for leasing as opposed to buying the 2,000 
hopper cars that the Department had acquired in 1980. These leasing arrange- 
ments were made by the Canadian Wheat Board, acting as agent for the Crown. 
In addition, we did not examine the office of the Grain Transportation Co- 
ordinator because we were informed by the Department that the Co-ordinator 
reports direct to the Minister of Transport. 


13.34 The audit was conducted in the Department of Transport. In certain 
cases involving Crown corporations, we requested information from the external 


- auditors of Canadian National. 
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Observations and Recommendations 
Railway Transport 
Railway Passenger Program 


13.35 Railway Passenger Policy of 1976. During the mid-1970s the Depart- 
ment of Transport undertook an extensive review of transport policy. In 1975, the 
Government tabled its transportation policy in the House of Commons. In January 
1976, the Government agreed that: 


the Minister of Transport be authorized in principle to propose 100 per 
cent subsidy upon an as-and-when required basis for application, 
subject to Treasury Board Approval, to new or rationalized passenger 
rail services forming part of the revitalized network when it is put 
into place and consistent with the implementation of adequate 
controls and incentives to ensure efficiency in management and 
operations. 


13.36 The following objective was set out in a related directive: 


The objective should be to seek the best method of satisfying 
passenger requirements regardless of mode and, in particular, to be 
guided by the following specific principles: 


(a) substantial reduction in present levels of subsidy to rail 
passengers and a much greater degree of economic self- 
sufficiency in operations should be achieved... 


(f) rail fares charged should reflect the need to improve 
commercial viability and reduce subsidy levels; costs of 
improvements in quality and reliability of service should be 
reflected in pricing policy.... 


W357 The Railway Passenger Policy was tabled in the House in January 
1976. In it, the Government identified categories of services, assessed the 
historical and future costs of services and considered improvements for planning 
and delivering these services. After the 1976 Railway Passenger Policy state- 
ment, the primary responsibility for ensuring the successful implementation of the 
program was given to the Department. The main activities necessary to effect 
the program were, however, assigned to a number of organizations, such as the 
CTC and VIA. 


13.38 At the same time, the Minister of Transport directed the Department 
to initiate and ensure the development and implementation of a comprehensive 
plan to rationalize railway passenger services in Canada. The rationalization was 
to be undertaken by the CTC. The plan was intended to reverse two trends -- the 
declining use of railway passenger services and the increasing subsidies needed to 
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operate them. In a policy announcement, the Minister of Transport defined four 
priorities: 


- services to remote locations were to be maintained; 


services in high population density corridors were to be improved 
to respond to potential market demand; 


- transcontinental services were to be rationalized; and 
- regional services were to be reduced. 


13.39 The overall aim was to ensure the development of a comprehensive 


plan that would lead to a reduction in federal subsidies through rationalizing and 
revitalizing the railway passenger network. 


13.40 Rationalization. The broad objectives set out in the 1975 policy were 
to be accomplished by eliminating, reducing or consolidating services. The 
process chosen for implementing the policy placed considerable reliance on CTC 
hearings which, the Department points out, fell short of its expectations reflected 
in the 1976 policy. Neither the process nor the hearings achieved the results 
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expected. For example, a CTC plan for a rationalized network of services 
between the Maritimes and central Canada did not suggest eliminating duplicate 
services as intended. This plan, which was to be developed in 1977, was not 
finished until June 1979. The failure to rationalize the services in a timely 
manner was one of the factors that led to the Cabinet decision in 1981 to limit 
government funding for railway passenger services, which in turn led to signif- 
icant service cutbacks and route restructuring. 


13.41 Revitalization. Another element of the 1976 policy was the need for 
an integrated management group whose sole job would be to manage railway 
passenger services. This concept was a considerable departure from existing 
arrangements, which merely required the CN and Canadian Pacific (CP) to fulfil a 
minimum statutory obligation to provide railway passenger services. Initially, CN 
and CP were asked to develop a joint approach to managing services, and VIA was 
established in 1977 as a subsidiary of CN. However, the railways failed to agree 
on the arrangements for jointly managing the passenger service. The Crown then 
purchased VIA shares from CN and amended the Financial Administration Act to 
include VIA as a Schedule D Crown corporation. 


13.42 VIA was envisaged as the instrument for planning, managing and 
operating railway passenger services in Canada. CTC would make regulatory 
decisions, and VIA was to provide passenger services of a given type, quality and 
level, according to service contracts between the corporation and the Minister of 
Transport. The service contracts specified the terms and conditions under which 
government payments would be authorized. 


13.43 Inadequate definition of a role for railway passenger services. The 
role of railway passenger services in relation to other forms of transportation has 
not been adequately defined. Specifically, in proposing a role for these services, 
the Department did not fully address the transportation policy statements tabled 
in the House of Commons in 1975 and 1976. The policies required that the 
Department determine the best way of satisfying passenger needs, regardless of 
transportation method, before accepting the railway option over others. Although 
the rationalization process that the CTC undertook considered alternate available 
means of transportation, it did not prove to be an effective method of meeting 
this requirement. 


13.44 The Department has not ensured that an independent market assess- 
ment was carried out either before VIA was established or since, to determine 
the viability of specific railway passenger services. For example, it has not 
adequately assessed the extent to which railway passenger transport can compete 
on various routes with other modes of transportation, such as bus, airplane and 
private car. Such an assessment would allow the Department to provide advice 
for decisions to be made to eliminate, change or improve routes at the best time 
and according to an orderly plan that recognizes the role of other modes of 
transportation. 
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13.45 Initial planning. Most of the initial planning for the implementation of 
the railway passenger program took place in 1975 and 1976. A sound approach for 
implementing the program had not been defined before VIA was created and 
designated as the key vehicle for delivering the program. The Department's 
planning of how VIA would deliver a railway passenger service was inadequate. 
We found no evidence of a specific plan that took into account either the 
objectives of the Railway Passenger Policy of 1976 or the needs of the program in 
terms of resources and interdepartmental consultations necessary for satisfactory 
implementation. There was no evidence in the Department of plans by VIA or the 
Department to address budget issues, operating workloads and other control and 
administrative procedures necessary to identify the information needs of the 
participants and correct problems as they might arise during implementation. 
Important factors, such as traffic analysis, cost and revenue targets by route and 
fare analysis, were not addressed. In addition, there is little evidence in the 
Department that capital requirements were properly estimated by VIA on the 
basis of their costs and benefits to the program. Finally, the Department did not 
develop specific criteria for monitoring VIA's performance or evaluating the 
program. 


13.46 VIA was originally set up as an experiment, with the expectation that 
its progress would be closely monitored and controlled. However, the company 
was allowed by the Department to plan its own direction without adequate 
reporting and control arrangements, a step that was not in keeping with VIA's 
"experimental" status. 


13.47 In essence, a substantial independent mechanism for managing railway 
passenger services was in place before a rationalized route structure had been 
determined or its long-term capital requirements assessed. Under these 
conditions, the Department's ability to set and impose specific objectives for VIA, 
develop criteria against which to judge the company's performance and, finally, to 
influence the direction of the program, was compromised. 


13.48 The railway passenger program today. Annual operating and capital 
expenditures on this program exceed $506 million. They account for more than 
half of the Surface Transportation Program's annual appropriations. Providing 
railway passenger services is one of the government's most visible and contro- 
versial activities; it is likely to remain so in the future. Federal subsidies 


- currently exceed $50 for each fare-paying passenger. This represents 70 cents of 
every dollar that VIA spends. 


| 13.49 Failure to reduce subsidies. The Department's efforts to reduce 


subsidies by rationalizing and revitalizing railway passenger services have not 


been successful. Annual subsidies for services provided by VIA are now double the 
$240 million ceiling imposed by Parliament when it approved the establishment of 


VIA in 1977. Operating losses have also been considerably higher than the 
amounts Cabinet expected in 1978 and the $506 million ceiling for operating and 


capital funds set in July 1981, when major service cutbacks were ordered. 
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According to the Department's reports to ministers in 1978, operating losses for 
1981 were expected to be $288 million in 1981 dollars. However, actual losses for 
1981 were at least $399 million. This represents an underestimate for the year of 
$111 million. 


13.50 The Department considers the major problem in forecasting the costs 
of subsidizing railway passenger services to be the rate of escalation in railway 
costs. These are higher than the rates used by the Department for forecasting 
because it used Treasury Board approved inflation rates that were lower than 
railway industry inflation. Also, the Department points out that there was a lack 
of government contro! over VIA's workload and the demand for services that this 
places on CN and CP. Our review indicates that other factors are also at work: 


- Although revenues have increased, revenue growth from 
increased fares and ridership has fallen short of the objectives 
set in 1980 and 1981. 


- VIA's overheads have grown considerably since it began 
Operation. Some overhead increases were expected; however, 
VIA has not justified them adequately to the Department. 
Moreover, VIA has not indicated the extent to which these 
increased overhead expenditures have helped either to reduce 
operating costs or to increase revenues. 


- Substantial capital expenditures have been funded without 
adequate analysis of expected return on investment. 


13.51 The lack of adequate control over financial expenditures is reflected 
in the substantial supplementary funding throughout the history of the program. 
In addition, the 1981-82 expenditures exceeded the appropriations, as shown in the 
following table. 


Main Supplementary Over 
Fiscal Estimates Estimates Total Actuals (Under) 
Year $000 $000 $000 $000 
1978-79 $ 132,875 $132,875.01 $1, 63,385. »1$>.( 69.490" 
1979-80 234,000 345,650 341,451 (4; 1998 
1980-81 424,300 oD 122 451,669 (3), 4559 
1981-82 99975200 506,221 540,618 34,397 
IIB Ep. This program has clearly not resulted in the expected reduction of 


federal subsidies, and its expenditures have consistently exceeded forecasts 
presented to the Minister and to Parliament. Further cutbacks may be necessary 
to contain costs within the ceilings presently imposed by Cabinet. 
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13.53 Accountability and responsibility. Accountability and responsibilities 
of specific participants in the program overlap. The Department informed us 
that VIA was established in a complex legal and regulatory environment that 
provides a number of individuals and groups with the right to intervene in the 
affairs of the program without direct accountability: 


- The Canadian Transport Commission exercises its authority by 
virtue of the National Transportation Act and the Railway Act. 
It has jurisdiction over establishing minimum levels of service 
and tariffs (in case of public objection) without any account- 
ability for the financial consequences. 


~ VIA has the status of a Schedule D Crown corporation and 
reports to Parliament through the Minister. As a result, VIA 
carries out its operations in an independent manner even though 
the Department pays 70 cents of every dollar of VIA's operating 
costs. 


- CN and CP, which own the track and roadbed, provide VIA Rail 
with various services. Charges for these services represent a 
significant part of VIA's operating costs. 


- Treasury Board and the Department of Finance exercise their 
authority by virtue of the Financial Administration Act. 
Treasury Board Secretariat plays a significant role in stipulating 
the rate of escalation it allows for program costs. 


13.54 Thus, the Department of Transport has not been in a position to 
control the process of decision and change required for the program to meet its 
objectives and related financial targets. Resolving the question of each 
participant's accountability and responsibility in relation to the program is critical 
to its success. The Department informed us that it is in the process of preparing 
a public discussion paper to form the basis for addressing the issue. 


13.55 Management information. During the program's planning and imple- 
mentation stages, there was insufficient financial, operating and marketing advice 
and information. The Department did not make use of information available from 
the CTC, an organization that has considerable experience and expertise in 
-assessing the cost of operating and subsidizing railway passenger services. We 
_ found that the Department's own information on the costs and revenues associated 
with VIA's operations was inadequate. Regular performance reporting, as 
described in the Railway Passenger Services contract with VIA dated 
20 April 1978, was unreliable in terms of timeliness, completeness and 
/consistency. The contract states in Article 6.4d that: 


VIA shall provide such reports, at such times and containing such 
information as the Minister may require. These reports shall include 
| but not be limited to: ...quarterly operating performance and financial 

reports within fifteen (15) days of the last day of every third month. 
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13.56 Our review showed that none of the payments by the Department for 
services provided by VIA since 1978 had been fully audited, although an audit of 
VIA's costs was under way at the time our audit ended. The need for such audits 
is critical in view of the fact that VIA's operating figures are difficult to accept 
at face value. For example, figures for the same quarter vary at times from 
report to report and changes are made without explanation. The Department has 
not obtained planned versus actual financial and operating information from VIA 
covering all the company's services for any one year. Certain other essential 
information is excluded altogether; for example, the number of passengers carried 
on each route or route grouping. 


Deo] Such information is critical for assessing the overall demand for 
railway passenger services, estimating future funding requirements and 
monitoring the results of the railway passenger program. It is also essential for 
accurate estimations of the cost of maintaining many individual routes and 
providing related services. Because the appropriate information has not been 
available, estimates of the program's costs prepared by the Department have 
consistently been inaccurate. The Department has pointed out that Treasury 
Board's refusal to approve rates for forecasting cost escalation appropriate for 
the railway industry has contributed to its difficulties. 


13.58 When VIA requests government funding for a capital expenditure, the 
Department has no satisfactory way of knowing whether it will be cost effective 
and whether VIA has included in the request all the extra, downstream costs 
associated with the original expenditure. For example, a purchase of high speed 
trains implies downstream costs for track improvements, maintenance facilities, 
and so on. Some significant capital expenditures have been funded without 
adequate knowledge of these substantial extra costs. 


13.59 VIA has not provided the Department with any marketing studies that 
either support the company's revenue assumptions and projections or assess 
anticipated revenues, prices, service levels and user characteristics. Such studies 
are necessary for determining under what conditions, if any, the railway passenger 
system could be made viable. 


13.60 In summary, the general lack of information has compromised the 
Department's ability to provide ministers with reliable information for decisions 
on significant matters such as route structure, service levels and VIA's capital and 
operating requirements. In addition, the Department has been unable to assure 
ministers that it can contain payments to VIA within either the government's 
ceiling or Parliament's annual appropriations. 


13.61 It should also be noted that the Department has already begun work to 
improve its control over the program. Efforts have been made to obtain more 
information on VIA's costs and revenues, improve the information base for 
preparing estimates, and address the need for clarifying the roles and responsi- 
bilities of the program's key participants. 
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13.62 The significance and nature of the observations in this chapter 
indicate that major changes are required before the Department of Transport can 
bring the railway passenger program under adequate control. Accordingly, our 
recommendations focus on major areas that should be addressed by the 
Government as part of the task of establishing this improved control and of 
determining the future direction of the program. 


13.63 The Department of Transport should seek government direction to 
ensure that: 


- the roles and relationships of the participants involved in 
implementing the railway passenger program are clearly defined; 


- a precise role is defined in a multi-modal context for railway 
passenger services; 


- an assessment of the market potential is made on a route-by- 
route basis and taken into account in any operational and 
regulatory decisions; 


- strategies are developed for marketing, operating and, where 
appropriate, cutting back or eliminating services; 


- a set of criteria is developed for measuring VIA's performance 
and evaluating capital requirements; 


- responsibility is assigned for monitoring and evaluating all 
aspects of VIA's operations; and 


- procedures are established to ensure more timely and infor- 
mative reporting. 


The Department responds that a strategy and discussion paper are 
being developed to review the overall legislative requirements of the 
rail passenger program, including the roles and relationships of the 
various institutional participants. A management information and cost 
control system is under preparation in consultation with the three 
railway companies. The Department intends to conduct a multi-modal 
study in 1983 to assess the market potential for rail passenger 
services. Permanent resources are being allocated to program 
evaluation. 


13.64 In our opinion, allowing VIA to continue to operate with its present 

high level of independence, without clearly defining both a role for railway 

_ passenger services in a multi-modal context and an accountability framework for 

all the participants of the program, entails a serious financial risk to the Canadian 
taxpayer. 
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Water Transport 


13.65 The Water Transportation Assistance Directorate administers a 
subsidy program that provides for ferry and coastal water linkages between other 
surface transportation modes. In 1976, Cabinet approved the Water 


Transportation Assistance policy, which identified the categories of services that 
could receive financial support. A variety of operators receive financial 
assistance, but because the greatest portion of the budget of the Water 
Transportation Assistance Directorate is devoted to CN Marine, the audit has 
been restricted to the arrangements between this corporation and the 
Department. 


13.66 In our 1977 and 1978 annual Reports, we expressed serious concern 
about the federal government's lack of control over the money it was spending to 
subsidize the Atlantic ferry services operated by CN. The Department had been 
underwriting the deficits as calculated annually by CN. No formal agreement 
existed that would have allowed the Department to verify the deficits. 


13.67 To provide a greater degree of control over the funds spent to cover 
these deficits, CN Marine was incorporated as a subsidiary of CN in 1978, and an 
agreement between the Minister of Transport, CN and CN Marine established the 
terms and conditions under which CN Marine would operate the Atlantic ferry 
services. 


13.68 In 1981-82, CN Marine was paid $143 million to provide the ferry 
services. This figure represents 84 per cent of the water transportation program's 
expenditures. Total expenditures since 1979, when the company was set up, 
exceed $535 million. 
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Program Planning 


13.69 In attempting to achieve the Department's objectives of providing 
water transportation assistance, the Water Transportation Assistance Directorate 
is continuously involved in planning both the levels of service to be provided and 
the methods of delivery. Within the terms of the tripartite agreement governing 
the operation of CN Marine for a five-year period, we found that the 
Department's annual planning was generally satisfactory. 


13.70 The planning process includes rationalizing the program by clarifying 
and interpreting its objectives, negotiating with provinces and other interested 
parties to determine transportation needs, identifying alternative means of 
achieving the program's objectives, and making recommendations to the Minister 
of Transport. 


13.71 The Department has reviewed rates on subsidized ferry services and 
has adjusted them so that any increases in operating costs are at least partly 
offset by increases in user fees. Levels of service on several ferry routes on the 
East Coast have also been adjusted in certain instances in response to either 
changing demand or the availability of other kinds of transportation. However, in 
the case of ferry services in the Bay of Fundy, the Department has not fully 
analysed their multi-modal implications. These services are currently costing 
Canada $14.3 million a year. The Department states that a complete evaluation 
of these services requires provincial participation. A federal-provincial transpor- 
tation committee is addressing the multi-modal aspects of the services. 


13.72 For some of the Fundy routes, there appears to be little sound 
economic reason from a transportation point of view for subsidization. For 
example, the automobile trip from Portland, Maine to Halifax is significantly 
more economical than is the trip by ferry and car. The road trip also takes less 
time. We noted that the federal government has no constitutional obligation to 
subsidize Bay of Fundy ferry services. This and other examples indicate that 
multi-modal factors need to be taken more explicitly into account by government 
in making its decisions. The Department has advised us that it is now making 
renewed efforts to consider multi-modal concerns. 


Program Implementation 


13.73 Operating agreements. Implementing the Water Transportation 
Assistance program involves negotiating and administering agreements, including 
those relating to capital budget requests, and making subsidy payments. Capital 
expenditures, especially those of CN Marine, can result in tnajor commitments by 
the government for future subsidies. 


13.74 When the Department negotiates contracts with companies for water 
transportation services, its primary concern is that a given level of service be 
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provided at least cost to the Crown. The tripartite agreement between the 
Department, CN and CN Marine was based on the need to control expenditures 
and promote efficient and cost-effective management of the East Coast ferry 
services. It provided that the amount of subsidy payable to CN Marine would be 
negotiated periodically to cover the financial deficiencies of "properly managed 
services". In addition, it specified that performance measurement mechanisms 
were to be introduced to permit assessment of individual services and direct 
comparisons between services. 


13.75 The tripartite agreement and the annual operating agreements with 
CN Marine for subsidizing the East Coast ferry services specify the roles and 
responsibilities of the parties involved, the levels of service and the terms, costs 
and conditions for payments. They also include mechanisms for periodic 
measuring and reporting on performance. Nevertheless, we have two major 
concerns. 


13.76 First, there is a lack of information in the Department for assessing 
the economy and efficiency of CN Marine. Subsidies are based on the net cost of 
operations for the year ended 31 December 1978. However, the Department did 
not assess the economy and efficiency of CN Marine for the base year, 1978, to 
determine whether this represented a reasonable level of economy and efficiency 
before signing the agreements. Data on CN Marine's current performance, such 
as cost of operations per mile, indicate that the costs of its ferry service are 
much higher than those of other ferry operators. These services may not be 
similar in many respects. If this is so, the Department needs to develop other 
ways of assessing the economy and efficiency of CN Marine's operations. The 
Department does not have adequate information, nor has it been able to 
independently audit the economy and efficiency of the company's operations since 
WTI 


1937 CN Marine provides financial and operating reports and budgets which 
give certain information. However, the Department has not developed perfor- 
mance standards for major cost components of the company's operations, such as 
labour, fuel and maintenance. Standards are essential if the Department is to 
measure route performance. Without this kind of information, or a comprehensive 
audit of the company's operations, the Department has no independent assurance 
that it has been subsidizing only the costs of "properly managed" services as 
directed by Cabinet. 


13.78 Standards and reporting systems should be developed that would allow 
the Department to assess the efficiency and economy of CN Marine's operations. 


The Department responds that performance indicators are being 
developed on an individual service basis. Widely dissimilar climatic 
and operational characteristics preclude effective inter-service com- 
parisons. The Department has compiled an information base for use in 
the development of service performance indicators. 


418 


Department of Transport 


13.79 Second, negotiations between the Department and CN Marine to 
determine the subsidies to be paid to the company are based on budgets. The 
audits carried out by the Audit Services Bureau (ASB) on behalf of the Minister of 
Transport are based on actual expenditures. As a result, understatements in 
reported net income of $4.6 million disclosed by the ASB audits do not affect the 
amount paid to the company. This understatement represents 27 per cent of 
reported net income for the period 1979 and 1980. The nature of the understated 
income indicates that a portion of the earnings retained by the company over the 
approved profit allowance resulted from reasons other than improved perfor- 
mance. This, and the fact that the agreements do not oblige CN Marine to repay 
any excess profits, prevent the Department from taking full advantage of the 
audits. 


13.80 The Department of Transport should ensure that future agreements 
with CN Marine contain provisions requiring pre-negotiation audit of current 
years' operating data and adjustment for any errors in budgeted figures detected 
by subsequent audit of actuals. 


13.81 Funding capital acquisitions. The Department agreed, in the tripartite 
agreement, to contribute $143 million as needed over a five-year period toward 
the cost of CN Marine's capital projects. Requests for these funds are included in 
CN's annual capital budget tabled in Parliament, and the funds are provided 
through annual appropriations. To transfer the funds from CN's capital budget to 
CN Marine, the Department purchases shares in CN, which in turn purchases 
shares in CN Marine. The agreement requires that the Minister of Transport is 
satisfied with the form and timing of each capital project so assisted, such as the 
construction of a ferry, and that the project is needed to enable CN Marine to 
deliver the water transportation services contracted for. The Minister must also 
be satisfied that the contribution of capital funds requested for the project is 
justified. 


13.82 We found that the Department paid some $25 million from the 
Consolidated Revenue Fund to CN Marine for up-front payments to the builder of 
the ferry M.V. Abegweit for the stated purpose of achieving savings of $239 
million in anticipated cost escalations. However, we found no documented 
evidence that the cost to the Crown in advancing this money was taken into 
account in projecting these savings. Drawing on the Consolidated Revenue Fund 
in advance of proven need to reduce the reported cost of a capital item is a highly 
unusual practice. 


13.83 Furthermore, we found that CN Marine did not advance the $25 
million to the shipbuilder, as the Department assumed it had. Instead, CN Marine 
placed the funds in a special bank account in the name of the shipbuilder, in trust 
for CN Marine. The Department has subsequently learned that the $4.8 million 
interest earned was offset against the capital cost of the vessel. The Department 
was also unaware that CN Marine had paid the shipbuilder $163,000 for consenting 
to this arrangement. 
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13.84 We were unable to find out either why CN Marine opened this account 
or why it had agreed to pay this money to the shipbuilder. We raised the matter 
with the Senior Financial Officer of the Department, who is a member of the 
Board of Directors of CN Marine. In accordance with an arrangement with the 
Chairman of CN, we requested information from CN Marine's external auditors to 
confirm and clarify the events associated with establishing the trust account and 
paying $163,000 to the contractor. To date we have not received a satisfactory 
explanation or information on these matters. The Department has advised us that 
it is pursuing this matter with the president of CN Marine. 


13.85 Until we have explanations of the following four points, we cannot 
form an opinion about the propriety of the transaction: 


- we cannot assess the benefit to the Crown from these arrange- 
ments; although various documents indicate that funds were 
advanced to reduce escalation costs, we found no evidence that 
the cost of the money advanced was taken into account in 
projecting the savings of $2.9 million; 


- the benefits or other reasons for paying $163,000 to the ship- 
builder from the trust account remain unclear; 


- we do not know why CN Marine deposited the $25 million in a 
separate trust account in the name of the shipbuilder, in trust 
for CN Marine; and 


~ we are concerned about the appropriateness of offsetting $4.8 
million in interest income against capital costs of CN Marine and 
about the lack of full disclosure to Parliament. 


The total cost of the vessel is in dispute and the exact date of its delivery has yet 
to be determined. 


13.86 Capital acquisitions through leasing. Our examination revealed an 
example of a leasing agreement that could result in the acquisition of a capital 
asset by the company without appropriate approvals. CN Marine entered into a 
charter agreement for the M.V. Astron that will cost the company a minimum of 
$878,000 a year, plus escalation for inflation. If the company cancels the lease, it 
must purchase the vessel at the greater of its net book value or its fair market 
value. This agreement could result in the government funding the acquisition of a 
large capital asset for a Crown corporation without prior scrutiny by the 
Department, the Minister or Parliament. Acquisition of a capital asset without 
prior government approval contravenes the policy on capital expenditures of 
wholly-owned Crown corporations. 


13.87 Operating agreements with CN Marine should require that the cor- 
poration obtain the Minister's approval before entering into leases that could 
result in the acquisition of a capital asset. 
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The Department responds that the operator has been made aware of 
the requirement to secure approval for the acquisition of capital 
assets through leasing. 


Monitoring Results 


13.88 By monitoring the results of the water transportation program, the 
Department can assess not only whether it has met its objectives, but also how 
well those who have received government subsidies have performed. Reviews of 
the levels of service being provided and comparisons with what was originally 
planned are carried out on a regular basis. Changes, if necessary, are made to 
agreements. 


13.89 The Department relies on audits of ferry operators to complete its 
monitoring of the program. Accordingly, in our assessment of the way the 
Department monitors and reports the results of the program, we reviewed the 
scope, timing and results of contract audits carried out in CN Marine by the Audit 
Services Bureau on behalf of the Minister of Transport. We have relied on the 
work done by the Bureau. 


13.90 Scope of contract audits. The provisions for audit contained in the 
operating agreements with CN Marine were exercised by the Minister of 
Transport in appointing the Audit Service Bureau. We noted that the audit scope 
did not extend to examining areas relating to the economy and efficiency with 
which CN Marine was delivering the ferry services it had agreed to provide. The 
Department has tried to initiate an operational audit of CN Marine; however, CN 
believes that the Minister's auditors have no legal or other basis for seeking 
information from CN Marine on its operations, apart from information of a 
strictly financial nature. Because CN Marine's formation was approved by 
Cabinet to effect improvements in financial control and economy and efficiency 
of operations of the East Coast ferry service, financial audits alone are not 
sufficient to discharge the Department's responsibilities for ensuring due regard 
for economy and efficiency in the delivery of its program. 


13.91 In 1981, CN's internal audit group carried out an internal audit of CN 
Marine. We were informed that the Audit Services Bureau, during its audit for 
1980, asked for a copy of the CN internal audit report. The Audit Services 
Bureau, however, was denied full access to the report on the grounds that it 
contained non-financial information. CN had offered to provide only those 
sections of the report that it decided were solely of a financial nature. In our 
opinion, such restrictions limit the usefulness of an audit carried out by the 
Minister's auditors appointed to safeguard the public interest. 


15.92 In 1980, CN Marine commissioned a review of its operations. The 
report of this review did not provide adequate information to the Department on 
how economically and efficiently CN Marine was operating specific contracted 
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services. The report stated that "information was not available to make any 
judgement of the efficiency of costs relative to the service level and the assets 
utilized." 


13.93 The Department should seek a clear mandate to expand the scope of 
its audits of CN Marine to include a review of the economy and efficiency of the 
company's operations. 


The Department answers that this is being pursued in the formal 
review of the Tripartite Agreement. 


13.94 Timing of contract audits. When audits are not completed on a timely 
basis, their effectiveness is reduced. We reviewed the audits conducted at the 
request of the Minister of Transport by the Audit Services Bureau and found that, 
for 1979 and 1980, the Bureau's audit work was commissioned too late to allow the 
results to be used in the Department's ongoing negotiation process. The final 
audit report for the 1980 audit was issued only in May 1982. However, the 
Bureau's audit for 1981 has been commissioned in time for timely reports to be 
made. 


15.95 Reporting results. When Cabinet approved the establishment of CN 
Marine, it required that in 1981 the Minister report to Cabinet on the effective- 
ness of the arrangements made in 1979 with CN and CN Marine for water 
transportation services. Although such a report was not submitted to Cabinet in 
1981, the Department has prepared a draft report that will be reviewed by the 
Minister of Transport. 


Grain Transport 


13.96 The Grain Transportation and Handling Directorate of the Department 
of Transport serves as the prime adviser to the government on all matters relating 
to moving and handling grain. It reports to the Minister of Transport and the 
Minister of State responsible for the Canadian Wheat Board. The Directorate is 
responsible for administering three grain-related programs -- the prairie branch 
line rehabilitation program, the box car repair program, and the hopper car 
acquisition and lease program. The CTC is responsible for the branch line 
subsidies under the Railway Act. 
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13.97 The Crowsnest Pass Rate, set by statute, is widely recognized as 
having a significant effect on grain transportation. Owing to difficulties created 
by the statutory rate, the railways have been reluctant to invest their own funds 
in the equipment and facilities needed for grain transportation. The Department 
emphasized to us that the Government, in June 1977, postponed a decision on the 
rate issue and instead continued with ad hoc solutions to the problem. The branch 
line rehabilitation program was one of these solutions. The Department also 
informed us that the railways are unwilling participants in such programs, since 
their primary objective is to obtain recognition and reimbursement of their grain 
transportation losses through a change in rates. 


13.98 For 1982-83, the Department's Grain Transport Program expenditures 
were forecast at $100 million. Approximately 85 per cent of this amount is for 
contributions to the railways for the prairie branch line rehabilitation program. 
The program, which was initiated in 1977, calls for the rehabilitation of 5,675 
miles of branch lines by 1992 at a cost of $1.6 billion. Another 12 per cent of 


_ program expenditures is directed to the Canadian Wheat Board as a contribution 


to the cost of leasing 2,000 hopper cars for the railways. The remaining 3 per 
cent covers departmental operating costs. The box car repair program was 


terminated in 1981. 
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Planning 


13.99 Planning for the prairie branch line rehabilitation program showed 
weaknesses in three areas: 


- assignment of responsibility for timely maintenance of the 
rehabilitated lines; 


- assessment and disclosure of all significant financial implica- 
tions; and 


- development of construction standards and specifications. 


13.100 Responsibility for maintaining rehabilitated lines. The prairie branch 
line rehabilitation program was initiated when the government recognized that 
the condition of the prairie branch lines was deteriorating because the railways 
had been deferring maintenance on them for 10 to 15 years. Prior to imple- 
menting the rehabilitation program, the Department had no commitment from the 
railways that they would not defer maintenance on the branch lines in the future. 


13.101 To carry out the rehabilitation program, the Department enters into 
annual agreements with CN and CP. Agreements 1 and 2 (1977-80) did not specify 
responsibility for future maintenance. Agreements 3 and 4 (1980-84) specified 
that the railways would be responsible for maintaining all the lines covered by the 
program until the year 2000. In Agreement 4, however, the arrangement is 
subject to adjustment if, for example, the CTC decision to exclude related 
ownership costs from branch line subsidy payments is enforced. If the railways 
are successful in these claims, it could have a significant long-term effect on the 
financial costs of the branch line subsidy program. 


13.102 Financial Implications. Lines designated for rehabilitation are also 
eligible for branch line subsidy payments administered by the CTC. This subsidy 
compensates the railways for expenditures made on unprofitable branch lines. We 
noted that, prior to Cabinet's decision to initiate the program, the Department 
had not consulted with CTC to determine the overlap between the two programs 
or analyse for ministers the full financial implications of the rehabilitation 
program on CTC's subsidy payments. 


13.103 The railways maintain that they are entitled to include those capital 
costs for which they have already been reimbursed by the government under the 
rehabilitation program in determining their losses for subsidy purposes. The 
railways have already claimed some $50 million from the CTC for such "double" 
benefits. The CTC has ruled that these costs are not allowable. CTC has stated 
that, essentially, allowing them would mean that the government would be billed 
under one program for costs it had already paid under another. If the railways 
appeal this decision and are successful, the increased cost to the government for 
increased subsidies could be substantial. One of the railways has asked for leave 
to appeal. The Federal Court of Appeal has not rendered its decision. 
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13.104 Construction standards. The basic objective established for the 
rehabilitation program was to repair and, where necessary, upgrade branch lines in 
the prairie rail system. The Department, however, implemented the program 
without adequately determining the existing condition or investigating the options 
for construction standards and specifications appropriate for rehabilitating and 
upgrading the lines. It signed three agreements, involving $240 million, before 
commissioning a study to verify the appropriateness of the standards and 
specifications selected. The study, which confirmed that the standard selected 
was appropriate, was commissioned because the railways were requesting a higher 
standard of rehabilitation. 


13.105 The study, carried out by the Canadian Institute of Guided Ground 
Transport, noted that the lines could be upgraded to different standards and 
specifications; that is, they could be upgraded to handle cars of varying weights. 
The first three agreements, which preceded the study, specified that CN and CP 
were required to improve the tracks to a standard that would allow them to 
handle cars with a loaded capacity of 220,000 lbs. The study confirmed that the 
220,000 lbs. standard selected was acceptable. The study recommended that, 
under certain conditions, such as where the weight of the existing rail is 
appropriate and the traffic warrants it, the construction standard should be set at 
263,000 lbs. It is noted that most of the 10,000 hopper cars acquired by the 
government from 1970 to 1980 could have a gross weight of 263,000 lbs. To move 
certain grades of wheat on lines capable of handling only 220,000 lbs., these cars 
could be loaded to only 80 per cent of their capacity, thus reducing efficiency. 


13.106 Unlike the first three agreements, Agreement 4 recognizes the need to 
incorporate the 263,000 lbs. standard where warranted and to specify appropriate 
specifications. This example illustrates the importance of carrying out economic 
and engineering studies before implementing a major construction project. 
Selecting appropriate standards and specifications is vital for attaining efficiency 
and economy of operation. 


13.107 Incomplete program planning leads to uncertainty in forecasting and 
controlling costs. Without adequate information, Cabinet could be placed in the 
position of making decisions on a program without knowing all significant future 
cost implications for the government. 


13.108 The Department should revise its processes for program planning and 
for reporting program proposals to the Minister to ensure that all significant 


financial implications are properly addressed in a timely manner. 


13.109 The Department should resolve the question of timely future mainte- 
nance of the branch lines and determine the potential cost implications, if any, 
for the government. 
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Implementation and Monitoring 


13.110 Between 1977 and 1981, the Department entered into four agreements 
with the railways involving contributions of $318 million. We noted a number of 
deficiencies in implementing the program. 


Heri Wl Monitoring performance. Under Agreement 1, it was intended that 
CTC would carry out engineering inspections of the rehabilitation work done by 
the railways and audit railway records to confirm costs. However, in imple- 
menting the first agreement, the Department failed to: 


- develop specific terms of reference for the CTC's inspections 
and audits; 


- assess the costs and human resources required for the inspections 
and audits; and 


- reach an agreement with CTC that these services would be 
carried out at CTC expense. 


Pul2 CTC officials advised us that engineering inspections and financial 
audits could not be completed because of a lack of resources. In 1981, outside 
auditors were hired to conduct financial audits of Agreements 1, 2 and 3 and 
outside engineering consultants to conduct the engineering audit to 1980; CTC 
was engaged to carry out an engineering audit for 1981 and subsequent years. The 
contract with the engineering firm also required that it assess the "cost 
efficiency" of the work performed. 


13.113 It is difficult for the inspectors and auditors to ensure, years after the 
construction work has been completed and particularly without pre-inspection, 
that all the construction work billed was appropriate and that it has actually been 
carried out. Also, because there were few inspection and audit reports available 
for those years, the Department did not have essential information for subsequent 
years' negotiations with the railways. We have noted that the auditors did not 
find any evidence of failure to meet engineering standards or improper use of 
funds. However, the Department has had no independent assurance, up to this 
time, that the improvements made to the branch line have been the most 
appropriate. Further, as of 30 June 1982, an audit of the "cost efficiency" of the 
construction work done since 1977 had not been completed. The Department has 
advised us that comprehensive engineering inspections were carried out for the 
1981 work program and are now being carried out for the 1982 work program. In 
addition, financial audits are to be initiated promptly. 


13.114 Construction costs charged by the railways. The agreements between 
the Department and the railways outline the methods and rates to be used by the 
railways in recovering their construction costs from the government. 
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ibe sabi, Agreements 1 and 2 (1977-1980) stipulated that the costs reimbursable 
to the railways would be based on CTC's Schedule A Directive that the railways 
used in claiming costs from the Railway Grade Crossing Fund. In general, these 
rates cover costs directly applicable to a project and overhead items incurred as a 
result of the work. In Agreement 3, the Department adopted interim rates 
established by the railways. Rates for Agreement 4 were fixed for 1981-82 and 
the rates for subsequent years are subject to review. The auditors carrying out a 
preliminary review of the rates have noted: 


Due to the lack of any statement of intentions, either in the 
agreement or elsewhere, it is unclear whether the Rehabilitation 
Program should be contributing only to incremental costs incurred as a 
result of the Program, or whether it should be making a contribution 
to the fixed overheads of the railways. 


13.116 If the railways are allowed reimbursement for fixed overhead costs, 
the total cost of the program will increase significantly. This type of reimburse- 
ment would also set a precedent for other government railway-related programs. 
We have been advised that the Department is now taking steps to explore the full 
financial implications of adjustments to reimbursable railway overhead costs. 


13.117 Box car repair program. Our examination of the manner in which the 
box car repair program was implemented indicated that there were similar weak- 
nesses to those noted in the prairie branch line rehabilitation program. For 
example, cost-sharing agreements were negotiated with the railways for the 
repair of 4,815 cars at a costs of $18 million to the Canadian taxpayer without 
satisfactory independent pre-inspections and assessments to confirm to the 
Department the need, extent and cost of repairs proposed by the railways. The 
Department has pointed out that it did arrange certain assessments and 
inspections by the CTC, and the agreements provided for reimbursement to the 
railways based on audited actual costs. 


Monitoring Effectiveness 


13.118 The branch line rehabilitation, hopper car acquisition, and box car 
repair programs share a common objective: "to increase grain system movement 
capacity to meet current year, 1985 and 1990 export targets." Our audit included 
an assessment of the extent to which the Department is monitoring these 
programs against their objectives. 


13.119 Prairie branch line rehabilitation program. In the case of the 
rehabilitation program, a primary objective of upgrading the rail lines, as stated 
in the Major Crown Project Brief, is 


to enable the railways to operate trains on a scheduled, reliable basis 
on the rehabilitated lines and to thereby improve the efficiency of the 
grain car fleets and the performance of the entire prairie grain 
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collection system. The improved lines together with other operating 
measures and a larger proportion of grain hopper cars are expected to 
improve car cycle times by 15 per cent by 1985. 


13.120 We found that the Department does not collect and report appropriate 
data on these key objectives in a routine or systematic manner in order to monitor 
the effectiveness of the rehabilitation program. The Department informed us 
that this is done by the Canadian Wheat Board and the Grain Transportation Co- 
ordinator. However, the Department has not determined the extent to which this 
program, as opposed to other current and evolving alternatives, has contributed to 
improving grain movement. 


13.121 The Department plans to evaluate the performance of the program and 
report to Treasury Board at the end of 1982. We were advised that consultants 
have been hired to measure certain improvements associated with the rehabil- 
itation program. We were also advised that the study will include measurement 
against the stated objectives of improving the efficiency of trains and the 
capacity of the grain transport system. 


13.122 Box car repair program. We are informed by the Department that 
monitoring of boxcar attrition has been carried out by the Grain Transportation 
Authority since the office was established by the Minister of Transport. The 
extent to which the repair program has assisted the Department and the Canadian 
Wheat Board in achieving grain export targets has not been fully assessed by the 
Department. 


152173 Hopper car acquisition and lease program. During the period 1972 to 
1981, the Department of Industry, Trade and Commerce and the Department of 
Transport purchased 8,000 hopper cars and leased another 2,000 cars for the 
railways' use. Justification for these purchases was based in part on the premise 
that the capacity and efficiency of these cars would combine to reduce the car 
cycle times, thus increasing the capacity of the fleet and the system. However, 
the Department has not developed procedures to determine the extent to which 
the car cycle times have been reduced as a result of these expenditures. For 
1981-82, the Department estimates a total cost of $17 million for the leased cars. 
The Department points out that car cycles are only one of the many measures of 
railway efficiency which must be combined with other factors such as weather, 
markets, volumes and types of grain available as well as other commodity 
movements, availability of vessels, labour disputes, and so on. Substantial 
increases in volume of grain moved in recent years are an indication of improved 
system efficiency as a result of government programs in this field. 


13.124 The Department should conduct a comprehensive evaluation of the 
Grain Transport Program. This evaluation should include measurement of 
program performance against the stated objectives and an assessment of other 
potential system improvement alternatives to determine whether there are better 
ways of achieving the objectives. 
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The Department responds that decisions about this recommendation 
will have to await the outcome of current consultations over the 
future of the Crowsnest Pass rates and the Western grain transpor- 
tation system. 


Highway Transport 
Atlantic Provinces Primary Highway Strengthening Program 


13.125 In 1977, the federal government approved the primary highway 
strengthening program, under which, the Main Estimates (Part III) indicate, 
highways in the four Atlantic provinces would be strengthened to carry a higher 
and uniform maximum weight limit as elsewhere in Canada. A number of benefits 
were anticipated. Costs for improvements in the Maritimes were to be shared 
equally with each of the four provinces. Previous agreements had been made with 
the western provinces to permit trucks to move from Ontario to British Columbia 
under uniform load regulations. Although Phase I of the Atlantic program was 
designed to achieve essentially the same objective, it was also viewed as the first 
part of a broader program, which would proceed only if PhaseI proved to be 
sufficiently effective in economic terms to justify continuing. Federal contri- 
butions to Phase I expenditures were to be $100 million over three years. 


13.126 Agreements have been signed with the four Atlantic provinces to 
proceed with Phase II, with the stated objective of improving highways to support 
regional development, improve transport efficiency, maintain road safety and 
improve traffic flow. Terms of the agreements vary: with Newfoundland the 
government has agreed to assume 75 per cent of the cost of a three-year $48 
million program; with the other three provinces, a five-year, $168 million 
program, to which the federal government will contribute 50 per cent, has been 
adopted. Although the program has no special legislative base, Parliament has 
approved all expenditures under the Appropriations Act. Future expenditures are 
to be made within a fixed federal transport expenditure envelope, so that support 
for less effective programs will be reduced and the savings directed to other 
transportation programs. 


13.127 Phase I. As part of a transportation package approved by Cabinet in 
1977 for the four Atlantic provinces, $100 million was allocated for highways in 
these provinces. One of the conditions of federal participation was that the load 
limits on the highways in these provinces would be set at the same level as 
elsewhere in Canada. A number of economic benefits were anticipated. For 
example, economic studies predicted that the higher truck load limits would 
enable trucks to operate more efficiently and therefore reduce the cost of moving 
goods. The net present value of the expected economic benefits from more 
efficient trucking were estimated by a consultant for the Department in 1977 at 
$160 million. The assumption was that trucking operations would become more 
efficient through reduced operating costs, fuel consumption and operating time 
and that this would stimulate regional economic development. The amount of 
expected economic benefits from factors such as improved trucking, as well as 
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other general economic benefits, were brought to the attention of ministers in 
seeking Cabinet approval for the program. 


13.128 In assessing the appropriateness of these expenditures in meeting the 
objectives approved by Cabinet, it must be noted that, at the time the joint 
financing agreements were signed, truck load limits were already at the specified 
level in one of the provinces. Ministers were not formally informed of this prior 
to the implementation of the program. The Department states that the legal load 
limits were at the specified level; the capacity of the roads was not. 
Consequently, road strengthening was requested by this province, together with 
the others. 


13.129 Phase I effectiveness indicators. The National Highway Policy 
approved by Cabinet in May 1974 provides the principal policy guidelines for 
federal highway programs. This policy specifies the objectives and principles that 
federal departments must use when assessing its contributions to highway 
expenditures. The joint financing agreements for Phase I stipulated that Canada 
and the provinces would "undertake the necessary data collection to enable the 
results of the assistance program to be evaluated." The agreements also required 
management committees to establish "appropriate achievement indicators to 
measure the cost-effectiveness and the social and economic benefits of the 
projects implemented ..." and to "effect an assessment of the project ... and of 
the impact of the uniform truck load regulations ... with regard to stated 
objectives." 


13.130 As required by the agreements, each of the four Atlantic provinces has 
submitted a retrospective evaluation of Phase I projects. Descriptions of the 
projects are provided, along with some information on changes in the size and 
composition of the province's truck fleet. One million dollars was spent on these 
evaluations. These evaluations provide information on a number of benefits that 
have accrued from the highway investments as envisaged by the Department and 
the provincial governments. The studies did not, in all cases, obtain data on the 
actual reductions in operating costs, fuel consumption and operating times 
experienced by truck operators using the improved highways. These benefits were 
estimated in the studies. Thus Cabinet was provided with limited information on 
this aspect of the effectiveness of Phase I when considering Phase II of the 
program. 


13.131 The Department states that truck operating cost savings were 
estimated in retrospective studies but the data required to formulate a reliable 
estimate of freight rate savings were not generated due to resource constraints. 
The latter savings can be inferred on a non-quantifiable basis from the upward 
changes in truck fleet composition. 


13.132 Phase II. The objectives approved by Cabinet for Phase II highway 
expenditures of $84 million stated that the program should support and reinforce 
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specific natural resource and economic development initiatives. As well, it should 


APL RNE transport efficiency, maintain adequate road safety and improve traffic 
flow. 


13.133 Phase II of the highway development program for Newfoundland has 
been based on longer term multi-modal planning studies. Cabinet has decided that 
annual federal transport expenditures in Newfoundland are to remain at current 
levels in constant dollars; expenditures are to be transferred gradually to more 
effective forms of transportation. Cabinet has also approved the pursuit of 
similar strategic objectives in the three other Atlantic provinces. The 
Department points out that in accordance with Cabinet's decision, there will be a 
reduction in freight rate subsidies in the provinces and, initially, the money will 
be used for Phase II highway projects. 


13.134 Since freight rate subsidy payments are statutory payments made 
through the CTC, there is no guarantee that the estimated reductions of $7.9 
million in Newfoundland and $72.6 million in the other three Atlantic provinces 
over the next five years will be achieved. It will be necessary for the Department 
to monitor the extent to which CTC subsidy payments are actually reduced, so 
that it can draw to the attention of ministers any variances between forecast and 
actual savings on a timely basis. This information would allow the Department to 
suggest further changes if necessary. It should be noted that the $75 million in 
savings that was to be achieved through rail passenger and freight subsidy 
reductions and used for financing Phase I of the highway strengthening program 
were not fully realized. 


ioe Efe) Cabinet specified in 1977 that Phase II projects would have to be 
justified on the basis of the demonstrated economic benefits of Phase I projects. 
As noted earlier, certain of the key benefits were estimated in the retrospective 
evaluations. We found that the Department has not conducted appropriate cost- 
benefit studies of potential Phase II projects. Although the Department has 
estimated the benefits to motorists, it has not tried to show how much the 
projects included in Phase II will contribute to the program's objective of 
supporting provincial or federal regional! development programs. We found that 
the Department had not completed the multi-modal transport studies required by 
Cabinet before implementing Phase II. The Department points out that its 
recommendation for changes to the regulations was based on a number of studies 
and after extensive discussion in the Federal-Provincial Committee on Atlantic 
Region Transportation. 


13.136 In the discussion paper on Phase II prepared by the Department, some 
information on the effectiveness of Phase I was provided. For instance, it was 
stated that improved highways have induced more efficient trucking and lower 
truck rates, thus enabling regional industries to become more competitive in 
essential external markets. We found however, that there was insufficient 
evidence available in the Department to support this assertion. 


431 


Department of Transport 


E5i057 In future program evaluations of highway projects, the Department 
should compare the benefits derived from funding freight subsidy programs 
directly with those derived from directing funds to highway strengthening 
projects. 


13.138 The Department, in consultation with the recipient provinces, should 
develop a system for monitoring the extent to which expenditures on Phase II of 
the primary highway strengthening program meet all the program's major 
objectives. 


Highway Safety Program 


13.139 Annual expenditures on the Highway Safety Program are approxi- 
mately $11 million. The objectives are to contribute to reducing the incidence of 
death, injury and property damage resulting from motor vehicle use and to reduce 
the average fuel consumption and exhaust emissions of new vehicles. Although 
highway safety is primarily a provincial responsibility, the Department of 
Transport sets national standards and operates the Motor Vehicle Test Centre in 
Blainville, Quebec. 


13.140 Follow-up on previous recommendations. In our 1978 annual Report to 
the House of Commons, we gave our opinion that the Department of Transport 
had not given due regard to economy in planning the Motor Vehicle Centre 
project. In response to our observations, the Department reassessed the chain of 
decisions leading to the building of the Centre. It also examined related cost 
Overruns and carried out an assessment of the available options with respect to 
the future use of the facility. The Department's study examined a range of 
alternative uses for the Centre and concluded that although the Centre is not 
"commercially viable", the option of operating the Centre would be preferable to 
selling, closing or giving it away. 


13.141 Current activities. The quality of information used for planning the 
program's ongoing activities is generally satisfactory. The resources required and 
the various ways to achieve the goals and objectives of the program have been 
continuously assessed on the basis of economy and efficiency. We found that Test 
Centre operations are satisfactory and that co-ordination with other departments 
and agencies of government is adequate. 


Urban Transport 


13.142 Under the Urban Transportation Assistance Program, the federal 
government agreed on a cost sharing basis to provide the provinces with capital 
assistance for urban commuter and transit services for energy conservation, urban 
environment, efficiency and safety reasons. The program began in 1978 and had a 
$230 million ceiling. Financial allocation was set at $10 per capita, with funds to 


be made available over a five-year period. In February 1981, it was extended for 
a year at the request of the provinces. 
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13.143 Planning. The federal government has allowed the provinces to 
establish their own priorities for projects. Most of the money has been spent on 
projects related to improving safety at railway crossings. We found that the 
quality of information that the Department used for planning the program's 
ongoing activities was generally satisfactory. 


13.144 Implementation. Advance and progress payments to the provinces and 
territories were based on documentation provided by the recipients, in accordance 
with the terms of the related agreements. However, at the time of our audit, the 
Department had not applied adequate post-payment controls. For example, the 
Department had not exercised its right to carry out audits as specified in the 
contribution agreement, nor had it made any satisfactory arrangements for 
independently monitoring the progress of the various projects. As a consequence, 
the Department has not obtained explicit assurance that the work carried out on 
its behalf was in accordance with the approved project specifications. Moreover, 
the Department has not established whether all the amounts claimed were eligible 
for reimbursement. An estimated $120.6 million has been disbursed under this 
program to 31 March 1982 without such controls having been used. The 
Department has advised us that an audit program is now being implemented. 


13.145 Evaluation. In 1981, the Department tried to evaluate the program's 
effectiveness. However, at that time it assessed only 18 projects, involving less 
than $10 million of this $230 million program, because more data were not 
available at that stage. Therefore, this did not provide an adequate assessment of 
the overall effectiveness of the program. 


Multi-Modal Planning 


13.146 Multi-modal planning entails examining all applicable modes of 
transport -- air, bus, truck, train, and so on -- to enable the choice to be made of 
the mode or combination of modes that will provide the best and most cost- 
effective way of meeting a transportation need. The National Transportation Act 
states that "an economic, efficient and adequate transportation system making 
the best use of all available modes of transportation at the lowest total cost is 
essential to protect the interests of the users of transportation ...." 


13.147 Through multi-modal planning, significant savings may be realized in 
both passenger and freight services. The need for such planning was fully 
recognized by Cabinet in the transportation policy tabled in the House of 
Commons in 1975. 


13.148 The Department, as a matter of course, ought to present all multi- 
modal considerations to the Minister whenever it proposes significant transpor- 
tation alternatives. We found instances where the Department had not included 
an adequate analysis of multi-modal factors in its presentations to the Minister, 
particularly in railway transport. We have provided specific examples in earlier 
sections of this chapter. 
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13.149 The Department should ensure that an adequate analysis of multi- 
modal considerations and alternatives is included wherever applicable in all 
significant transportation proposals presented to the Minister. 


Role of the Senior Financial Officer 


13.150 Although the role and responsibilities of the Senior Financial Officer 
(SFO) have been adequately defined, we found that they have not been fulfilled 
for the Surface Transportation Program. 


13.151 Major programs have been developed without the Assistant Deputy 
Minister, Finance, who is the SFO, having either assessed them or advised on their 
financial implications. His involvement has been minimal both in specifying 
financial controls required for implementing the programs and in commenting on 
the way program managers have monitored their financial results. 


152192 We looked at financial data for a number of key program proposals. 
We found that the SFO had only limited input or none at all in many areas such as: 


- the financial impact of cut-backs in VIA Rail services in 1981; 


- the reliability of data on costs and benefits supporting the 
acquisition of the second set of LRC trains acquired by VIA in 
1982; 


- CN's 1981 budget proposal for the acquisition of the Gulfspan 
ferry ($80 million); and 


- major operating contracts and contribution agreements with 
recipients (such as the railways) of federal funds. 


13.153 As a result, the SFO has not been directly involved in most Surface 
Transportation Program proposals. Accordingly, he has not carried out his 
assigned financial management and control responsibilities. 


13.154 We have been advised that the Department has taken steps to 
reinforce the SFO role in the review, challenge and control functions related to 
_ financial assessment, implementation and monitoring of the Surface 
Administration programs. 


Measuring and Reporting Program Effectiveness 
13.155 The responsibility for evaluating program effectiveness in the 


Department of Transport was clearly defined in 1975, and resources were 
allocated for this purpose. However, no effectiveness evaluations of the major 
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areas of significance within the Surface Transportation Program have been 
completed. The Evaluation Branch, which is responsible for evaluating effective- 
ness, has conducted only reviews of management processes within the Surface 
Transportation Program. These studies do not constitute measurement and 
reporting of program effectiveness. 


13.156 Similarly, although the Evaluation Branch was given responsibility in 
1976 for developing performance measures, including indicators of effectiveness, 
appropriate measures have not been developed for the Surface Transportation 
Program. This makes it difficult to monitor the success of programs on an 
ongoing basis and to conduct program effectiveness evaluations. 


13.157 The Department took some steps during 1981 and 1982 to follow 
Office of the Comptroller General guidelines on the structure and management of 
the evaluation function. However, the success of these efforts in generating 
satisfactory measures and studies of the effectiveness of Surface Transportation 
programs has yet to be demonstrated. 


Internal Audit 


13.158 Internal audit's mandate was designed to ensure that all key aspects of 
the management process of all program components would be reviewed periodi- 
cally. However, we found that, during the period 1978-81, internal audit did not 
give adequate audit coverage to five of the six key components of the Surface 
Transportation Program. Audit and review of administrative and support systems 
that were covered did not include all significant aspects of these systems. This 
weakness may result from a failure to address all significant aspects of manage- 
ment systems and to ensure that significant weaknesses receive high audit 
priority. For example, internal audit observed that in 1979, VIA's management did 
not provide adequate, timely financial data to the Department in support of 
invoices for services provided under contract to the federal government. 
However, it did not determine why adequate data were not submitted or assess 
the implications of VIA's failure to provide these data. 


2 .Lo9 Reporting. We found that the format of audit reports and their length 
and detail obscured significant findings and recommendations. Reports gave the 
most important items the same weight as those of substantially less significance. 
For example, an internal audit report on financial and materiel management noted 
deficiencies in major contracts. The same document reported minor items, such 
as lack of signatures formally authorizing certain organization charts, in as much 
detail. The 1979 report noted a serious problem concerning the lack of 
documentary support for capital expenditure payments by the Department to CN. 
However, this finding was not analysed to assess the potential risk or probable 
cause of the problem. Our findings on the railway passenger and water transport 
programs highlight the significance of such problems. 
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13.160 Working papers. Working papers other than those for financial audits, 
particularly those relating to internal reviews carried out by the Evaluation 
Branch, did not meet acceptable standards. For example, they did not always 
state clearly the objectives or criteria for particular audits and reviews and 
seldom indicated the basis for determining audit priorities. They contained little 
identification or analysis of the strengths and weaknesses of controls within the 
management systems being reviewed. 


13.161 Organization. Internal audit is organized on a functional basis. One 
branch carries out all financial and materiel audits and other branches separately 
conduct operational reviews, personnel audits and other internal audit reviews. 
Audits of the Surface Transportation Program lacked a broad, interdisciplinary 
approach and did not recognize that significant management issues are closely 
interrelated. Any recommendations that internal audit makes may not offer real 
solutions to serious problems identified in any review. For example, the 1979 
financial audit revealed instances in which certain major Crown corporations had 
not complied with the terms and conditions of operating contracts. However, the 
audit was restricted to compliance issues and did not examine the related 
management issues. Consequently, internal audit did not provide the Deputy 
Minister with the kind of information he needs to monitor the way the Surface 
Transportation Program is managed. 


13.162 Follow-up on previous recommendations. The Department has taken a 
number of steps in response to the recommendations in our 1978 Report and to 
more recent comments by the Comptroller General. We have been informed that 
further improvements are planned, including reorganization of internal audit. The 
planning process is being strengthened, and a centralized planning and control 
function is being established. Our examination of the results of internal audits of 
the Surface Transportation Program for the four years ending in 1981 confirms 
the need for the improvements. 
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FOREIGN OPERATIONS 


Background and Audit Scope 


The audit of Foreign Operations included the Department of External 
Affairs, the programs abroad of the Canada Employment and Immigration 
Commission (Immigration program) and the Department of Industry, Trade and 
Commerce (Trade Development program). On 12 January 1982, responsibility for 
the Trade Development program was transferred to External Affairs. The three 
entities account for the majority of Canada-based personnel serving at 120 
diplomatic missions around the world, 


Other organizations, such as the Canadian International Development 
Agency (CIDA), the Department of National Defence (DND), and the Royal 
Canadian Mounted Police (RCMP) also have programs abroad. These account for 
9.7 per cent of person-years abroad, and we reviewed them only in so far as they 
have an impact on other programs at posts. Person-years allocated to the various 
programs at posts are shown in Exhibit 14.1. 


The foreign service organizations represented at posts are jointly 
responsible for conducting Canada's external relations. This mandate includes a 
variety of tasks: communicating and negotiating with foreign countries; gathering 
and analysing political and economic information; projecting Canada's image 
abroad; providing assistance to Canadians abroad; promoting and developing 
Canadian export opportunities; screening applicants wishing to immigrate to 
Canada and so on. These activities have both domestic and foreign components. 
Policy formulation, co-ordination and administrative support are provided by 
headquarters in Canada; program delivery occurs primarily at posts. 


Most program positions and security-sensitive support positions at 
posts are staffed by rotational foreign service and administrative personnel (1,971 
for 1981-82). The balance of positions abroad (2,688 for 1981-82) are staffed by 
locally engaged personnel. Rotational personnel serve abroad on tours of duty 
ranging from two to eight years' duration, with alternate postings in Canada. The 
numbers of people at posts vary from 4 to 300, and living and working conditions 
cover the full spectrum from idyllic to primitive. Personal security, health, 
education and recreation continue to be major concerns for rotational employees 
at many locations around the world. 


Two events of note took place during our audit. In April 1981, 
Consolidation of the Foreign Service resulted in transferring to External Affairs 
the foreign service personnel of the Trade Development, Immigration and 
International Development Assistance programs, except for the "operational 
level" of the Trade Commission Service. This change was followed in January 
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DISTRIBUTION OF PERSON-YEARS AT POSTS ABROAD - 1981-82 
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Immigration 
15.0 


Administration 
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Trade Programs 
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WA 


External Affairs 
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Program Distribution 
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1982 by a realignment of departmental responsibilities, flowing from the reorga- 
nization of government departments announced by the Prime Minister. Before 
reorganization, the responsibility and authority for planning and delivering Can- 
ada's foreign programs were not clear. The reorganization brought together the 
responsibility and authority for program delivery by transferring the Trade 
Development program from the Department of Industry, Trade and Commerce to 
External Affairs, along with the remainder of its foreign service personnel. As a 
result of these events, all major programs at posts, except for Immigration and 
International Development Assistance, are under the control of External Affairs, 
and virtually all foreign service personnel are now employees of External Affairs. 


Although departmental responsibilities changed during our audit, oper- 
ating systems remained intact. We included a review of major foreign service 
organizations and, therefore, the changes had little impact on the audit. Since 
most of our work was done before January 1982, our comments are presented 
along the departmental lines that existed then. 


The main focus of the audit was on posts. Our work concentrated on 
reviewing how programs delivered at posts were planned, controlled and evalu- 
ated. This process included a review of how the individual departments 
established program objectives, determined resource needs, implemented the 
programs and measured the effectiveness of programs in achieving the desired 
results. We also examined the workings of interdepartmental mechanisms set up 
to co-ordinate policy and resources at posts. 


Our second area of interest was the management of human resources, 
primarily foreign service personnel. We examined how the various departments 
established their needs for personnel abroad, determined the availability and skills 
of their current complement, and undertook action plans, such as training, to 
improve program delivery. We reviewed the information systems used by the 
personnel management groups to carry out their duties. 


A final aspect of the audit comprised the review of the support 
services provided by the Department of External Affairs. These included 
accommodation abroad, financial management, telecommunications and internal 
audit. 
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FOREIGN OPERATIONS 
SYNOPSIS 


Interdepartmental Management of Foreign Operations 


14.1 The Interdepartmental Committee on External Relations (ICER) and 
its 1980 replacement, the Committee of Deputy Minsters on Foreign and Defence 
Policy, have been largely ineffective in rationalizing resources abroad with 
Canada's external interests. The respect for departmental sovereignty over 
programs has precluded effective interdepartmental examination of program 
objectives and priorities at posts. Reviews of resource allocations have concen- 
trated on marginal and incremental items while the resource base has been taken 
for granted. The process has not resulted in a meaningful set of objectives or 
priorities for the posts or in adequate feedback to their proposals. As a result of 
the inability of interdepartmental mechanisms to discharge their mandate ade- 
quately, the Government has no assurance that the human and financial resources 
at a particular post are relevant and proportionate to Canada's interests in that 
country. 


14.2 In the absence of guidance from Ottawa concerning what is expected 
of them, Heads of Post, as representatives of all Ministers of the Crown and 
accountable to them, have to decide which issues at each post are of greatest 
importance to Canada and manage resources accordingly. This situation often 
causes conflicts among senior personne! at posts as well as among the respective 
departments in Ottawa. 


14.3 As a result of the April 1981 Consolidation of the Foreign Service and 
the January 1982 realignment of departmental responsibilities, External Affairs 
now has greater control over major activities at posts. Although these changes 
should partially resolve the problems of co-ordinating policy and resources abroad, 
departments in Ottawa and posts must agree on a set of meaningful objectives if 
the efforts abroad are to be both productive and stimulating. In light of the costs 
of operating posts in a period of continued restraint, an effective apparatus to 
resolve this question must be developed if Canada is to receive full value for 
money from its Foreign Operations. 


Department of External Affairs 


14.4 The nature and scope of the Department's activities, and hence the 
role of the foreign service, have changed dramatically in recent years, In a letter 
to Miss Pamela McDougall, outlining his views on the Royal Commission study 
that she was about to undertake, the Prime Minister commented on this subject. 
He said: 


Traditional concepts of foreign service have diminished relevance in 


an era of instantaneous, world-wide communications, in which there is 
increasing reliance on personal contacts between senior members of 
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governments, and in which international relations are concerned with 
progressively more complex and technical questions. 


14.5 Indeed, much of the glamour that used to accompany foreign service 
life has disappeared. Although they were once regarded as the country's prime 
representatives and spokesmen abroad, diplomats are now often in the supporting 
cast, at times little more than foreign correspondents responding to queries from 
Ottawa. Added to this lesser sense of importance are the growing concerns for 
personal security abroad as a result of terrorist activities aimed at the diplomatic 
community. No doubt these are factors in the "declining sense of motivation" 
referred to in the Report of the Royal Commission on Conditions of Foreign 
Service, published in December 1981. 


14.6 Although the foregoing comments apply to the Canadian foreign 
service as a whole, they are particularly relevant to External Affairs. While the 
Department's role and environment have changed over the years, its management 
philosophy has not. The Department has traditionally resisted the imposition of 
management controls on the basis that "nous ne sommes pas comme les autres", 
that such concepts were impractical and irrelevant in an environment as volatile 
as foreign affairs. As detailed in the following sections of this chapter, modern 
management practices in program planning, personnel and support functions are 
not well developed in External Affairs. 


14.7 There is insufficient consultation and discussion, both horizontally and 
vertically, of program objectives and achievements to allow for preparing 
meaningful annual plans. Instead, resources tend to be jealously protected along 
geographical and functional lines. New initiatives or thrusts usually result in a 
demand for additional resources, although there is little in-depth review of 
whether available resources are being put to best use. 


14.8 By failing to recognize and adopt contemporary practices for planning 
and controlling activities, the Department has contributed to its current pro- 
blems. By not articulating in meaningful terms what it wants done and providing 
measures by which individual and organizational performance can be gauged, the 
Department has failed to provide the necessary sense of purpose and direction 
required in the face of its changing role. 


14.9 A second but related problem is the Department's approach to 
managing people. Human resource management at External Affairs tends to focus 
on the annual assignment process for rotational foreign service employees. The 
objective of this process, in the Department's own words, is "to have the right 
person in the right place at the right time". However, the Department has not 
adequately determined its human resource requirements related to the job that 
needs to be done. Furthermore, the Department does not have an accurate 
inventory of the skills and experience of its current employees. Under the 
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circumstances, it is difficult to imagine how the Department could hope to 
achieve its stated objective. 


14.10 Related activities, such as annual appraisals and training, have had 
only marginal impact on the development of people. Again, the failure to 
articulate job specifications is one of the causes. Since goals or objectives are 
not specified, performance appraisals can only be done subjectively. Identifica- 
tion of training needs in annual appraisals is seen as having a negative impact on 
potential promotion. As a result, there is no assurance that current training 
programs are meeting the needs of individuals or the skills requirement of the 
organization. At a time when employees, especially new recruits, expect 
information about career paths and professional development programs, External 
Affairs is ill-equipped to respond. 


14.11 External Affairs management of the accommodation program is a 
further reflection of the informal approach to management that permeates the 
Department. The Department's failure to consistently follow its own and central 
agency rules for identifying accommodation needs and to clearly define guidelines 
or criteria for setting priorities tends to encourage an inordinate amount of 
intervention from interested parties. The Tokyo chancery is a case in point. 
Although the Department has acknowledged the need for better accommodation 
there, it has procrastinated in developing property that it owns for reasons that do 
not appear to be based on program needs or economic rationale. 


14.12 The program has expended in excess of $100 million in the last six 
years acquiring office and residential space abroad; yet, a high rent location such 
as Lagos, Nigeria, where chancery space is rented at a minimum annual cost of 
$733,000, was a priority for almost 10 years before any action was taken. 


14.13 Other support functions, such as financial management and internal 
audit, do not enjoy a very high profile in the Department. Although the financial 
management function has improved since our last review, the Department needs 
to develop a plan for implementing our recommendations to provide for continuing 
improvement. The internal audit and inspection functions are not providing senior 
management with an independent appraisal of the economy and efficiency of 
departmental operations. Thus, the Department may not be getting full value for 
the resources allocated to these functions. 


14.14 A bright note is the operation of the Department's telecommunications 
network, The network provides a vital link with the posts and makes possible the 
rapid and reliable transmission of political and economic reports and other 
necessary operating information. It provides an economical and efficient service. 


14.15 The January 1982 realignment of departmental responsibilities has 
brought considerable change to External Affairs. The integration of the Trade 
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Development program with External Affairs and the additional control over 
Immigration activities provide an opportunity for the Department to eliminate 
some of the duplication and overlap in responsibilites that existed previously. The 
changes should allow for a clearer focus for all activities at posts and a more 
efficient use of resources. The new senior management team has already 
undertaken a number of studies to review organizational structure and streamline 
operations. These efforts should provide the starting point from which the 
problems and deficiencies noted in this Report can be tackled. 


International Trade Development 


14.16 The Trade Development program is the leading edge of the Govern- 
ment's efforts to expand trade. Through a network of representatives in Canada 
and at 91 posts in 67 countries, the program aims to "increase the total effective 
market for goods and services produced by the Canadian economy". This is done 
primarily by providing advice and financial assistance to Canadian businessmen to 
familiarize them with foreign market opportunities and assist them in marketing 
Canadian products. 


14.17 The bottom line on the Trade Development program is "what impact 
does it have on the expansion of Canadian trade?" Unfortunately, no one has the 
answer because there is inadequate measuring and reporting of the effectiveness 
of the program. Although many of the traditional activities of trade officers, 
such as providing advice and hospitality services to Canadian exporters, are well 
planned, well delivered and well received, their impact on expanding trade can 
only be assumed. This situation is primarily a result of a failure to describe how 
and to what extent activities that are undertaken will contribute to the achieve- 
ment of the overall program objective stated above. The intended effects of 
these activities are not articulated or linked to the attainment of specific 
industrial sector or regional objectives. Other activities, such as trade fairs and 
missions, are also well planned, and attempts have been made to identify results. 
However, in the spirit of enthusiasm and goodwill generally accompanying these 
events, measures of on-site and follow-up sales tend to be inflated. 


14.18 A recent example of an opportunity lost to develop intermediate 
objectives is the preparation of priority market plans. At the request of Cabinet, 
15 plans were to be developed to concentrate Canadian efforts to expand trade in 
specific countries, To date, 3 plans have been produced and the remaining 12 are 
well advanced if somewhat behind schedule. The plans, however, do not 
incorporate formally stated objectives or identify a primary user, such as 
industrial sector groups. Since these groups, which are largely responsible for 
expanding Canadian trade abroad, are not the main focus of attention, it is 
difficult to see how the plans can have the intended effect. At present, the plans 
are used to facilitate intergovernmental communication, an activity which will 
not in itself increase trade. 
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Immigration 


14.19 Canada, the United States and Australia receive more immigrants per 
capita than any other nation. Since 1 April 1981, immigration to Canada has been 
the joint responsibility of the Canada Employment and Immigration Commission 
(CEIC) and the Department of External Affairs. The Commission administers the 
Immigration Act and the Immigration program in Canada; the Department 
executes the program abroad. Increased and sustained co-operation between 
CEIC and External Affairs is essential to ensure proper management of the 
Immigration program. 


14.20 As required by the Act, the Government has established annual 
immigration levels since 1979. For the years 1979 and 1980, the Commission did 
not provide Parliament with a clear and complete picture of actual immigration 
intake as compared to the established level and adjustments to it. In 1981, 
although CEIC came close to meeting the overall level, there was a shortfall of 18 
per cent in the planned allocated intake of government-sponsored refugees for 
1981. To translate these immigration levels into operational plans, the Commis- 
sion has developed a concept of targets. There are significant weaknesses in the 
processes used by management to ensure that this annual immigration level is 
met. Although the concept of targets appears to be useful for planning and 
controlling program activities to meet immigration levels and objectives, we 
noted weaknesses and limitations in the method used in implementing the targets 
concept. 


14.21 Senior immigration program managers of the Commission informed us 
in September 1982 that they consider that post targets are established as a 
measure of post efficiency rather than as a management planning process to meet 
the annual immigration levels. We believe that the accountability of program 
managers is related to meeting government levels or strategic plans. Conse- 
quently, there is a need to link strategic and operational plans, or levels and 
targets. levels and targets are not to be thought of as quotas or limitations in 
immigrant intake but rather as a means of planning and managing the immigration 
system. 


14.22 The Commission has a management information system to monitor the 
processing of immigration applications. It also has a system to identify labour 
market needs and requirements. We found that both of these systems need to be 
made more timely and the latter system more accurate. 


14.23 There is a lack of monitoring and control over some key activities to 
ensure compliance with legislation and to meet immigration objectives. For 
example, inadequate physical and procedural control exists over visas at the posts, 
and reconciling landed immigrant records with source data on immigrants 
processed abroad is not done regularly by headquarters. The last reconciliation 
was made in January 1981, and it was incomplete. The use of discretion in 
accepting immigrants at posts is not regularly monitored; the use of immigration 
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officer discretion increased by approximately 25 per cent in the two-year period 
between 1979 and 1981, representing 16 per cent of successful independent cases 
in 1981. 


14.24 The Canadian government provides immigration and visitor services, 
without charge, to those who request them. External Affairs currently charges 
for a number of consular services provided abroad, and it also charges Canadian 
citizens for passports. The Commission needs to undertake a study of the 
feasibility and desirability of recovering the costs of services provided, a practice 
that has been adopted by the United States and Australia. 


14.25 Both CEIC and the Department of External Affairs have recognized 
the need for and are studying the potential for improving post processing 
efficiency. Providing additional post immigration management guidelines and 
clarifying accountability in the areas of audit, inspection, monitoring and opera- 
tional arrangements will help in resolving issues identified in this audit. 
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Observations and Recommendations 
Interdepartmental Management of Foreign Operations 


14.26 The Government of Canada decides where Canada should be represen- 
ted and what activities are to be carried out in foreign countries. The 
Interdepartmental Committee on External Relations (ICER) was set up in 1970 to 
provide advice to the Government in making these decisions. In 1980, ICER was 
replaced by the Committee of Deputy Ministers on Foreign and Defence Policy. 


14.27 The Country Program Review (CPR) process was introduced when 
ICER was established. It was to be the tool for interdepartmental planning of 
foreign operations. The CPR continued until 1980. After that, in the transition 
period of consolidation and conversion to the new Policy and Expenditure 
Management System, the CPR has been altered and somewhat compressed; it is 
now called the Country Assessment Review (CAR). Basically however, the intent 
is still the same; that is, to provide a mechanism that allows consultation between 
posts and headquarters on policies, objectives, programs and resource allocation 
matters and discussion among organizations involved before decisions are taken on 
foreign operations for the coming fiscal year and beyond. 


14.28 Our review of Country Assessment submissions by posts and atten- 
dance at Country Assessment meetings revealed significant weaknesses in the 
process, Only a few CARs set out objectives to be achieved. The posts often do 
not provide any detailed indication of their work plans. In addition, resource 
requests by the posts are poorly supported, and posts are not required to justify 
their current level of resources. Some Country Assessments make no reference to 
resources while others make only passing reference. As a result, there is no 
contract or undertaking between each post and headquarters as to priorities, 
programs or administrative support. This situation tends to lead to a wide 
difference between headquarters' and posts! priorities and understanding of the 
relative importance of the post or its programs to Canada. 


14.29 The Country Assessment Review is one year behind the normal 
government planning process. As a result, redeployment of people and funds is 
requested with a very short lead time and cannot be readily accommodated. The 
redeployment that does occur is funded from the Department's operational 
reserves rather than provided as part of a departmental plan. 


14.30 These observations led us to conclude that the current interdepart- 
mental mechanisms were not effective in rationalizing policy and resources at 
posts. They did not adequately discharge the initial mandate of ICER of "advising 
on the harmonization of departmental planning with the Government's external 
interests", 
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14.31 An unfortunate result of this problem is a lack of guidance and 
feedback to the posts. Heads of Post, as representatives of all Ministers of the 
Crown and accountable to them, must decide which issues are of greatest 
importance to Canada. During our visits abroad, numerous Heads of Post 
expressed a need for clarification of post objectives to guide their decision 
making. At present, they are often left to their own devices to allocate resources 
among programs according to their perception of priorities. These decisions are 
sometimes unpopular, both at posts and in Ottawa. Program managers may 
consider that the outcome of their particular program has been compromised by 
the decision taken. 


14.32 In the following sections of this chapter, we describe the approach to 
program planning by the major foreign service organizations. It is obvious that 
planning at the departmental level will have to improve before a meaningful set 
of post objectives can be developed. We believe that consolidation and the recent 
realignment of departmental responsibilities are positive steps, Greater effort in 
co-ordinating International Development Assistance and Immigration activities 
with External Affairs is necessary to provide more economic, efficient and 
effective foreign operations. 


Department of External Affairs 
Program Management 


14.33 Planning. The planning process at External Affairs begins with the 
preparation of the Strategic Overview, which is followed by operational planning 
in the form of the Country Assessment Review and Multi-year Operational Plans. 
The process is completed by resource allocation exercises in terms of the 
Headquarters Establishment Review and the Budget Allocation. With the excep- 
tion of Budget Allocation and the Country Assessment Review, this process is new 
to the Department. The first steps toward planning this way were made for the 
fiscal year 1981-82 in response to the Government's Policy and Expenditure 
Management System (PEMS), 


14.34 There are three significantly different types of activities undertaken 
at External Affairs that could require different approaches to planning. The first 
is Foreign Policy Formulation and Co-ordination which is the primary focus of the 
Department. Because this type of activity is dependent on world events and the 
actions of others, it is difficult to state specific goals and measure results 
precisely. The second group, Consular Affairs, Information Abroad and Interna- 
tional Cultural Relations, has some measurable outputs; however, the effects that 
these programs are intended to achieve are not agreed upon within the Depart- 
ment. The third group of activities is Support Services, including Personnel, 
Physical Resources, Telecommunications, and Finance and Management Services. 
These bureaux and corresponding sections at the posts are pursuing tangible 
activities in support of program activities, including those of other departments. 
Their outputs are fairly straightforward to plan and control, once program needs 
have been identified. 
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14.35 The planning processes at External Affairs are not well developed. 
The Department has not translated its mandate into a set of goals or activities 
(operational plans) that are results oriented, clearly linked to resource needs and 
that can be evaluated in terms of effects. Budgets are not prepared on the basis 
of costing operational plans. The plans prepared to meet central agency 
requirements, such as the Strategic Overview and the Multi-year Operational 
Plan, are not used as the basis for monitoring and controlling program activities. 
The planning and controlling that is done refers to specific situations and does not 
take advantage of or consider the interdependence of programs or their effect on 
support services. Although the Department can achieve success in specific 
instances, the net effect of all activities remains undetermined. 


14.36 Strategic planning. Departmental strategic planning should involve 
the establishment of the Department's role, its long-term objectives and the 
departmental strategies, policies and programs needed to achieve these objec- 
tives. The strategic plan should provide managers with a focus for their 
activities. Furthermore, strategic planning needs to fulfil the PEMS requirement 
that the Department's planning contributes to the development of, and remains 
responsive to, government policy and direction. 


14.37 The Department has stated that Canada's foreign policy objectives, 
expressed in the 1970 document, Foreign Policy for Canadians, are the depart- 
mental objectives. However, the Department has not identified a structure and 
process to ensure that specific policies or strategies are developed and followed 
to meet those foreign policy objectives. 


14.38 The Department does not have a strategic planning process for 
assessing its environment, the activities that will be needed and the strategies 
necessary to quide managers. Generally, managers indicated that there was little 
strategic planning and even those bureaux that had prepared longer-term plans 
had not received feedback from senior management. 


14.39 The Department prepared a Foreign Policy Strategic Overview for 
1982-83 to 1985-86 but did not prepare a departmental strategic overview. The 
advantage of preparing the Foreign Policy Strategic Overview is that it presents 
the policies and plans of all departments with interests abroad within a global 
framework, drawing from the Strategic Overviews of the respective departments, 
However, the disadvantage is that the Department of External Affairs does not 
have a document of its own that meets the PEMS guidelines for Strategic 
Overviews. 


14.40 There is no review of objectives or alternative strategies for pursuing 
objectives or for identifying associated costs, benefits and other issues, Further, 
the Department does not have an internal strategic plan in which it has identified 
those results for which it will be held accountable. We could not identify a 
compensating mechanism to provide the strategic direction necessary. There was 
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no evidence of senior management review of bureau strategies to determine their 
appropriateness for achieving departmental objectives. The result is that 
individual bureaux operate to maximize their immediate objectives which may not 
always coincide with departmental objectives. For example, the Cultural program 
has an immediate objective of promoting Canadian artists abroad. The depart- 
mental objective is to support effectively foreign policy objectives, taking fully 
into account Canada's domestic cultural policies. However, the selection criteria 
for artists are based on the impact on the artists career and not on the effect 
such artistic tours will have on achieving foreign policy objectives. Although this 
activity may be beneficial to the artist there is an implicit assumption that it also 
contributes to departmental objectives. 


14.41 The Department should review annually its mission, environment, 
objectives and strategies and, through a strategic plan, provide guidance and 
direction to managers. This process should also result in the preparation of a 
departmental Strategic Overview. Assumptions and alternative strategies should 
be clearly stated and, where appropriate, costed in terms of financial and human 
resources, 


The Department agrees. The Department's planning systems and 
processes are being revised with the objective of providing appropriate 
and regular guidance to line managers in headquarters and abroad. 
Structural adjustments within the Department will facilitate this task 
in general and, more specifically, will be designed in such a manner as 
to take full account of resource implications. This will entail the 
preparation of not only a Strategic Overview for the Department but, 
as well, an Overview of Strategic Overviews to take account of the 
implications, for this Department, of other government departments' 
plans. 


14.42 Operational planning and budgeting. Operational planning is directed 
almost exclusively at identifying resource levels. There are few instances where 
the activities undertaken and the resources allocated are identified with specific 
results to be achieved. 


14.43 The preparation of the 1981-82 Multi-year Operational Plan (MYOP) 
was the Department's first attempt to prepare a formal operational plan. Inputs 
to the MYOP were prepared by headquarters bureaux for both headquarters and 
post activities. The Country Assessment Review and ongoing knowledge of post 
activities provided the geographic bureaux with the information concerning post 
plans. The bureaux inputs were gathered into a departmental submission which 
consolidated the resource requirements but not the activities and results, Al- 
though adjustments to the resource requirements were made as a result of senior 
management review, there was no evidence of a detailed review to ensure that 
planning guidelines had been followed, that assumptions were explicit and that 
overlaps and conflicting plans had been highlighted for senior management 
consideration. The MYOP does not provide the information specified in the Guide 
to the Policy Expenditure Management System in that it does not detail how each 
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program and activity contributes to the objectives of the Department, how 
resources are linked to activities and how programs and activities can and will be 
evaluated. The departmental MYOP is an identification of resource requirements 
without a clear identification of how resources will be used. 


14.44 The principal planning document for post activities is the Country 
Assessment Review. This four or five-page narrative is intended to provide an 
overall assessment of post operations including highlights of ongoing activities, 
proposals for new activities or reduction of existing activities, and requirements 
for additional personnel. The documents submitted by Heads of Post provide a 
general overview of the posts! past activities and resource requirements. The 
CAR does not provide a plan for the post that links specific activities with the 
resources requested. Statements concerning objectives, where they appear, are 
not quantified, nor is there elaboration of concrete plans to achieve them. The 
CAR does not form a "contract" between posts and headquarters concerning 
program priorities, activities and post management. 


14.45 We found the Heads of Post considered the CAR to be a key document 
in their communications with headquarters. However, they stated that feedback 
from headquarters on the plan was of a general nature and not useful in making 
operating decisions. The headquarters bureaux stated that the CAR was too 
general to warrant substantive feedback. Instead, advice and direction on 
operating matters is given to posts on a day-to-day basis by headquarters. 


14.46 Recognizing that the posts needed more direction on their overall 
objectives, the Department has reinstituted the letter of instruction to Heads of 
Post. This letter sets out for the Head of Post the Canadian objectives and 
concerns in the host country. Since the letter of instruction is issued on 
appointment and was only reintroduced in 1981, not all Heads of Post have such 
letters. 


14.47 One consequence of not having agreed operational plans is that the 
Department deals with events on an individual basis as they occur. It is necessary 
that bureaux be in continuous contact with the posts to know what the events are. 
The telecommunications service provides the most convenient, rapid and reliable 
method. However, the lack of an agreed set of program priorities between 
headquarters and posts has resulted in posts being uncertain about what should be 
reported. Consequently, posts report on everything they think important and in as 
much detail as possible. This practice causes a severe paper burden as telex 
messages circulate throughout headquarters and posts, with several officers 
reading and extracting pertinent information. In the last six years, telecommuni- 
cations capacity has had to double to accommodate increased traffic volumes. 


14.48 The Foreign Policy Formulation and Co-ordination bureaux rely on the 
telex traffic for information concerning post implementation of the General 
Relations program. Bureau heads monitor telecommunications traffic to detect 
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problem areas, and senior management intervenes in politically sensitive or 
difficult cases. In these bureaux, general areas of responsibility have been 
identified but there are no operational plans that link resources with specific 
activities and, where possible, with results. The general emphasis of the program 
at the post is communicated in the CAR; however, these bureaux do not know the 
specific post activities and milestones that are key to the program delivery. This 
information is not requested from posts. Program management focuses its 
attention on world events, leaving little time to plan and monitor routine matters. 
Decisions on departmental responses to routine events rest largely in the hands of 
desk officers. 


14.49 Even though the programs of Consular Affairs, International Cultural 
Relations and Information Abroad are more amenable to planning, these bureaux 
do not have operational plans in place. Furthermore, these bureaux have not 
asked posts to establish plans for program delivery. The first two bureaux were 
reluctant to prepare detailed operational plans because they are still awaiting 
feedback from senior management on their statements of long-term objectives. 


14.50 The support bureaux, for the most part, undertake their planning of 
activities with minimal reference to the plans of the program bureaux. The 
program bureaux do not provide information to enable support bureaux to assess 
the overall need for their services. In a few instances, for example the Bureau of 
Physical Resources, we noted that support bureaux had requested inputs from the 
program bureaux to help plan their activities, 


14.51 We concluded that operational planning in the Department is almost 
non-existent. As a result, there is little accountability of the program managers 
to the deputy head; there are no statements of objectives that are results- 
oriented and linked to resource needs; and there is no framework for monitoring 
and evaluating progress against stated objectives. Because there are no opera- 
tional plans, budgets cannot be based on the cost of activities to be carried out 
and related to the results to be achieved. 


14.52 Budgeting is based instead on the previous years' levels with an 
allowance for inflation and, where fully supported, new initiatives. Although the 
Department requested that bureau heads review and justify base expenditures, 
this was not done. 


14.53 Overall budget allocations are established for each geographic area. 
Area Comptrollers in Finance and Management Services work closely with 
geographic bureaux to establish post budget allocations. The budget submission of 
the post and eventual budget allocation are set out by reporting object and cannot 
readily be translated into post program activities. 
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14.54 For 1981-82, the budget allocation was reviewed by the Senior 
Management Committee, but there is no documentation of the discussions or 


rationale for decisions taken. Program Managers were simply informed of the 
final result. 


14.55 In the area of cost increases, we noted that, with a world-wide 
operation, the Department is faced with currency fluctuations as well as price 
increases that need to be determined for each post. With the involvement of the 
post, Finance and Management Services has established an appropriate system of 
information for determining the cost adjustments necessary. 


14.56 On an annual basis, bureaux and posts should prepare operational plans 
that meet their planning requirements as well as the requirements of the Policy 
and Expenditure Management System. 


The Department agrees. As was noted in respect of the previous 
recommendation regarding the Department's planning systems revi- 
sion, the Department is proceeding on the development of a planning 
process which will meet the requirements of the Policy and Expendi- 
ture Management System. This applies to the Department's operations 
both in Ottawa and in its posts abroad. 


14.57 The Department should ensure that plans are complete, budgets are 
based on operational plans, and that managers get feedback on plans submitted. 


The Department agrees. As noted in response to earlier recommen- 
dations, the Department's planning systems are currently being 
revised. The revision will be designed to ensure that the appropriate 
relationships exist between plans and budgets and, further, that the 
required dialogue with managers is assured both in the preparation and 
implementation of plans. 


14.58 Effectiveness measurement. Effectiveness measurement is the 
gathering and reporting of data that measure the degree to which a program is 
meeting its objectives. It has two dimensions: the periodic evaluation of program 
effectiveness, and ongoing program effectiveness monitoring. When measurement 
is carried out frequently and regularly as part of the routine management of the 
program, it is referred to as effectiveness monitoring. 


14.59 In External Affairs, the responsibility for evaluation of program 
effectiveness is assigned to the Evaluation Division of the Office of Internal 
Evaluation and Audit. Ongoing effectiveness monitoring of individual activities is 
a shared responsibility between program managers and the Evaluation Division. 


457 


F oreign Operations 


14.60 The Evaluation Division was established in July 1979. It is headed by a 
Director who reports to the Director General, Internal Evaluation and Audit, who 
in turn reports to the Under-Secretary of State for External Affairs. The Terms 
of Reference for the Evaluation Unit were drafted to conform with the 1977 
Treasury Board directive that required departments and agencies to evaluate 
programs. The Department's Policy on Program Evaluation was published in 1981, 
based on the quidelines published by the Office of the Comptroller General. In 
1981-82, the staff complement for the Evaluation Division consisted of five and 
one-half person-years, and $175,000 was budgeted for travel, training and 
professional services, 


14.61 In assessing the structure and management of the evaluation function 
in External Affairs, we examined the Program Evaluation Policy, the Evaluation 
Plan and the Terms of Reference for the Office of Internal Evaluation and Audit. 
We found these to be generally satisfactory. There is, however, an overlap in 
mandate with the Inspection Service, as discussed later in this chapter. Both are 
charged with doing program evaluations that include some of the same activities 
and work units. Unless this situation is resolved, duplication could occur that, in 
turn, could lead to uneconomical use of evaluation resources. To date, the 
Inspection Service has not undertaken a program evaluation and the Evaluation 
Division has completed only one. 


14.62 To assess the status of effectiveness measurement and reporting, we 
examined the work of the Evaluation Division since inception and examined 
instances of effectiveness monitoring by program managers. Although its work to 
date may be useful for some aspects of program evaluation, the Division has not 
as yet attempted to measure program effectiveness. Furthermore, at the current 
rate of progress, the Division will not be able to meet its commitment to the 
Comptroller General for program evaluations. 


14.63 Our audit also indicated several areas where ongoing effectiveness 
monitoring by program managers is desirable, possible and not done. Information, 
Consular and Cultural programs are examples, and, even in the Foreign Policy 
Formulation and Co-ordination Bureaux, some measurement is possible. We 
found, however, that effectiveness measurement is not taking place because 
program managers have not identified the programs' intended effects. There have 
been a few attempts to obtain information related to program effects but, where 
this has been done, there are flaws in the approach to both measurement and the 
use being made of data collected. For example, in the International Cultural 
Relations Bureau, we noted that recipients of grants in support of international 
tours are required to assess the effect of their tours. However, recipients are not 
given instructions on how to carry out such assessments. Moreover, the reports 
provided have not been used to determine program effectiveness; they have 
simply been filed. 


14.64 We concluded that the measurement and reporting of program effec- 
tiveness in External Affairs is unsatisfactory. 
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14.65 __ The Department should develop and use ongoing measures of program 
effectiveness to provide information to managers for decision making. 


The Department agrees. The Department is instituting a complete 
review of its audit, management review and evaluation functions with 
a view to the design and development of a revised capability in these 
areas, In so doing particular care will be taken to ensure that these 
functions are designed in order to assist managers through the 
Department. Included in this process will be the establishment of an 
audit and evaluation committee to bring audit and evaluation results 
to the attention of senior management, 


14.66 — The Evaluation Division should place more emphasis on evaluating 
effectiveness and assisting program managers to develop reasonable and appropri- 
ate measures of effectiveness. 


The Department agrees. As noted in the response to the previous 
recommendation the mandate and functions of the Evaluation Division 
are being revised, Central to this review will be an effort to develop 
evaluation measurements of effectiveness suitable to the Depart- 
ment's program managers, 


14.67 Information for Parliament. The Treasury Board has directed depart- 
ments and agencies to prepare their Estimates in a new form. In line with this 
directive, the Department of External Affairs is one of a number of departments 
working toward a submission of revised Estimates for 1984-85. Implementation of 
the recommendations contained in this section on program management would 
contribute significantly to the quality of the Departmental Expenditure plan, Part 
III of the Estimates. 


Human Resource Planning 


14.68 Human resource planning is a process of forecasting departmental 
requirements for human resources, determining human resource availability and 
matching the two. Gaps or surpluses identified as a result of this process lead to 
the development of personnel action plans. Because of the dynamic nature of 
these activities, human resource planning needs to be supported by a current and 
accurate information system. The dispersed nature of operations and the central 
management of human resources make this requirement especially important at 
External Affairs. 


14.69 The process central to human resource management at External 
Affairs is the assignment process. Canada-based rotational employees are pooled 
and assigned to specific locations and jobs for two to four years. Employees may 
serve in two foreign postings before returning home. 
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14.70 Our audit concentrated on the planning process for the Department's 
rotational foreign service and administrative employees. The audit was conducted 
mainly in the Personnel Operations Division of the Bureau of Personnel. We also 
gathered information from a cross-section of headquarters bureaux and posts 
abroad. 


14.71 Two main problems are associated with human resource planning at 
External Affairs. The first is that the Department does not have in place the 
structure necessary to support human resource planning. The current deficiencies 
include a lack of clear definition of the roles and responsibilities of the main 
players, a lack of integration of human resource planning with other management 
activities, and a lack of an appropriate information system. The second problem 
is that human resource planning is based on the assignment process, Although this 
approach is reasonable for satisfying immediate needs, it does not take sufficient 
account of future needs and opportunities. We also noted that there were 
problems of continuity at posts related to the implementation of the rotational 
policy: key positions being replaced simultaneously; positions being left vacant 
for several months; a lack of opportunity for replacements to meet departing 
officers; a lack of formal documentation of post activities and their status; and so 
on. 


14.72 We concluded that current human resource planning and personnel 
practices cannot ensure that the Department has the right number and type of 
human resources to meet departmental program needs, 


14.73 Integration of human resource planning with other planning activities. 
There is inadequate integration of financial, operational and human resource 
planning. Human resource planning as performed by External Affairs is separate 
from other planning systems. We found instances where significant human 
resource information had not been incorporated into operational and financial 
planning. For example, human resource shortages at posts, which are known to 
the Bureau of Personnel, are not communicated to the Area Comptrollers in the 
Bureau of Finance and Management Services who are responsible for preparing 
post budgets. 


14.74 The Department should integrate human resource planning with opera- 
tional and financial planning. 


The Department agrees that human resource planning should be more 
closely connected with other planning processes particularly at the 
aggregate level and is examining ways of introducing an annual human 
resource review process to parallel and be related to the resource 
allocation and budgetary cycle. 
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14.75 Role of line manager. Heads of Post and bureau heads have limited 


opportunity to participate in planning the human resources needed to fulfil their 
program objectives, 


14.76 The Bureau of Personnel stated that the responsibility for human 
resource planning is shared between personnel managers and line mangers. Line 
managers believe the responsibility for human resource planning belongs to the 
Bureau of Personnel. They expressed concern about their limited formal input and 
admitted to bypassing the personnel systems to get the kind of resources they 
want. 


14.77 Current personnel systems have lost credibility because line managers 
do not feel that the systems are sensitive to their needs, 


14.78 The Department should ensure that the Heads of Post and bureau 
heads are given appropriate opportunity to participate in human resource planning 
and the responsibility for doing so. 


Heads of Post and bureau heads already participate in great detail in 
the human resource planning process not only in relation to individual 
personnel assignments but to the general mix of skills for which they 
see a need in their area and the methods by which the mix can be 
achieved. The Department does not see any practical way in which 
their participation can be further increased nor can these officials be 
held ultimately accountable for human resource planning because of 
the centrally managed character of a career rotational personnel 
system. To provide greater clarity in the human resource planning 
process, the Department is developing procedural guidelines to outline 
the nature of the consultative process in terms of both assignments 
abroad and assignments in Headquarters, differentiating as required 
between senior, intermediate and junior assignments being proposed, 
It is the Department's intention to devote greater attention to the 
non-F oreign Service component of the Department once the systems 
being established to manage the fully consolidated Foreign Service are 
operating effectively. 


14.79 Human resource information. The Department of External Affairs 
does not have an adequate human resource information system to support human 
resource planning. Information is required to determine human resource needs, 
availability and the impact of action plans. The Department has neither 
identified nor documented what its information needs are for long and short-term 
human resource planning. 


14.80 Currently, information for critical human resource planning decisions 
(PEMS, recruitment, promotion, etc.) is prepared from an undocumented manual 
system, controlled and understood by one employee. This system provides 


461 


F oreign Operations 


statistical information on human resource requirements by location, occupational 
category and level. It also provides human resource availability information in 
terms of occupational category and level of current staff. 


14.81 More detailed information on the availability of rotational employees 
is maintained by assignment officers in manual files. These files are not directly 
related to the central personnel system. Other manual systems in the Bureau of 
Personnel deal with personnel information on domestic staff, training, recruit- 
ment and so on. 


14.82 To consolidate the several manual systems, the Department decided in 
1978 to computerize the human resource information necessary for cataloguing 
needs, assessing availability and monitoring action plan implementation. The 
computerized system was originally estimated to cost $70,000 and was to be in 
place by August 1979. Although the system was designed according to user 
specification and within the agreed time, it is still not fully operational. We have 
estimated costs to January 1982 at more than $350,000. A factor in delaying data 
input was departmental uncertainty about what employee information to place in 
the computerized system, given consolidation and foreign service officer 
reclassification. Although the Department stated that the data already in the 
new system should match that in the manual system, we could not satisfactorily 
reconcile or verify basic statistical information produced by the manual system 
against information produced by the computerized one. Furthermore, the 
computerized system excludes data essential for human resource planning, such as 
individual skills, experience, training needs and so on. Thus, the computerized 
human resource information system, even when fully operational, will not produce 
all the information necessary for human resource planning. 


14.83 In the absence of a reliable and comprehensive human resource infor- 
mation system, a systematic assessment of human resource needs cannot easily 
take place, nor can accurate projections of human resources availability be made. 
Action plans based on present information cannot ensure that future needs will be 
addressed, 


14.84 The Department should reassess its needs for short and long-term 
human resource planning information and ensure that its computerized human 
resource information system will meet those needs. 


The Department considers that its computerized Personnel Manage- 
ment Information System will be adequate for its needs and will 
contain all the information about education, training, work history, 
posting preferences and so on necessary for sophisticated human 
resource planning. The system has been producing routine and special 
reports to the satisfaction of personnel officers who have been and are 
using them in the planning and management of departmental personnel 
since early 1979, Data entry for Phase II which provides for additional 
planning information has been delayed by the uncertain detailed effect 
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on the personnel management system of the progressive reorganization 
of the Department since the announcement of consolidation in March 
1980. The organizational situation has now stabilized and the system's 
second phase covering all Canadian employees of the Department 
should be complete by the fall of 1983. 


14.85 Human resource requirements. The Department of External Affairs 
does not determine its human resource requirements from operational objectives 
or work plans. 


14.86 Although the planning submissions from bureaux and posts described in 
the previous section on planning could be used as mechanisms to determine human 
resource requirements, they do not define human resource requirements beyond 
occupational categories and level. There is no job profile information provided in 
terms of skills and experience required in relation to proposed post activities, nor 
is there a qualitative assessment of the current deployment of resources or the 
strengths and weaknesses of locally engaged staff. This information could be used 
in determining the demand for human resources. For example, the existence of 
experienced locally-engaged staff may make it possible to assign a less experi- 
enced Canada-based person. 


14.87 Information collected by the Headquarters Establishment Review did 
not provide detail or analysis of current resource allocation, skills and experience 
requirements or workload distribution. 


14.88 Therefore, although the Department has in place the mechanisms to 
provide the information required to determine human resource requirements, the 
information that is gathered does not ensure that the appropriate needs have been 
identified, 


14.89 The Department should determine its human resource requirements 
from operational plans. 


The Department agrees. This is in keeping with the comments made 
earlier on the Department's planning systems, 


It should be noted, however, that planning, in general, in the Depart- 
ment has operated in sufficient detail to determine the general type of 
personnel required and, broadly, the skills needed for each new or 
redefined position. The aggregates generated by this system were 
used for recruitment and promotion while individual positions were 
filled from the pool of existing resources constituting the career 
rotational foreign service. Where new skill requirements were identi- 
fied which could not be satisfied by the normal career developmental 
processes e.g., scientists, specialized secondment programs were es- 
tablished to meet the need. 
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14.90 Human resource availability. There is no systematic determination of 
current or future human resource availability. Information gathered through 
formal and informal systems is incomplete and, in some cases, misleading. The 
Department does not have an inventory of its human resources containing the 
information essential for human resource planning. As noted previously, informa- 
tion on personnel is currently scattered throughout various manual and computer- 
ized information systems. 


14.91 Performance appraisals are intended to provide information for human 
resource planning. Line managers stated, however, that because appraisals were 
being used primarily for promotion purposes, they were generally inflated. Thus, 
they tended not to record performance deficiencies or training needs because of 
their possible negative impact on promotions. 


14.92 Records and statistics that are maintained on attrition rates, requests 
for transfers from rotational to non-rotational status and retirement profiles for 
Foreign Service Officers are not analysed to identify trends and to determine 
their impact on the availability of human resources, 


14.93 The Department's policy of a career foreign service means that 
officers are expected to obtain experience in many aspects of departmental 
operations. This limits the number of similar assignments they are willing to 
accept. Information on individual career paths is not maintained by the 
Department, and therefore the impact of career paths on human resource 
availability is not determined. 


14.94 The principal sources of information for determining personne! avail- 
ability are assignment officers! files on individuals and undocumented discussions 
with line managers. These files are not indexed according to skills, experience, 
and so on to permit thorough and rapid search. There is no overall systematic 
determination of human resource availability for the short or long term. 


14.95 The Department should forecast its human resource availability using 
current, accurate and complete information on performance, assignments, skills, 
experience, career path, attrition and so on. 


This recommendation represents current practice in several respects, 
but the Department expects to achieve a more systematic approach 
once the second phase of its computerized personnel management 
information system is fully operational in the fall of 1983. 


14.96 Action plans. We found that action plans focused on overcoming 
short-term crisis situations and did not address longer term human resource 
requirements, Long-term action plans for meeting human resource requirements 
generally flow from identifying gaps and/or surpluses in matching of human 
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resource needs and availability. Short-term action plans generally flow from the 
assignment process at the level of individuals assigned to specific jobs. With the 


exceptions noted in the training plan, the action plans at External Affairs only 
address obvious immediate needs, 


14.97 External Affairs has several major human resource action plans, 
including assignment, training, recruitment, succession, career planning and 
staffing alternatives. In our audit we examined the assignment and training plans. 


14.98 Assignment plan. Human resource planning at External Affairs 
revolves around the assignment plan. This plan is the mechanism that provides 
the most detailed examination of human resources in terms of skills and 
experience mix. The plan is also the means for determining career paths and on- 
the-job training for employees. The assignment plan focuses on filling current 
needs. 


14.99 The long-term effects on career development and organizational needs 
are not being considered by the assignment officers. 


14.100 The McDougall Report summarized the assignment activity as follows: 


Management is failing to provide employees with any sense that the 
system is being run with regard to plan or logic or that it is doing more 
than simply reacting to current crises instead of planning for the 
longer term needs of the organization and of the individuals within it. 


14.101 — ‘Training plan. There are two major problems with the training plan. 
First, there is no systematic assessment of individual and group training needs 
linked to organizational needs. Second, not all training activities are being 
carried out in a demonstrably economic, efficient or effective manner. 


14.102 On a more positive note, we found that pre-posting briefings, lan- 
guages training and training for some special skills like telecommunications, that 
are prerequisites for filling positions are well planned, controlled and evaluated. 


14.103 The Department, at both the officer and support level, assigns 
employees to tasks for which they do not possess all the necessary skills, The 
Department expects that, through experience on the job, the employee will 
acquire the skills required to perform the current work and will then be ready for 
future assignments. This emphasis on on-the-job training is not consistently 
supported by appropriate planning and implementation mechanisms such as clearly 
identified responsibilities, overlapping assignments and continuity at the post. 
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14.104 Heads of Post reported that employees are assigned without the 
minimum training needed to perform the job. This results in other officers or the 
Head of Post having to spend a lot of time with new employees. The Bureau of 
Personnel has stated that staffing problems dictate that employees be posted 
without training. 


14.105 The Department does not always know whether an employee requires 
training before posting. There is no operating mechanism for identifying training 
needs or analysing group needs, Consequently, as crises arise, training programs 
are set up to meet them. For example, Heads of Post and managers at 
headquarters have identified problems of administration staff at posts being 
unable to do their jobs. When they complained to the Bureau of Personnel, a 
training program for Administrative Officers was set up. However, attendance 
was not formally required. 


14.106 There are no measures in place to evaluate the effectiveness of 
training programs. 


14.107 The Department should regularly determine current and potential 
human resource gaps and/or surpluses and undertake appropriate and timely action 
to deal with them. 


This recommendation represents current practice as evidenced inter 
alia by the creation of a class of rotational officers dedicated to the 
administration of posts abroad; the substitution of military personnel 
for civilian security guards at certain posts abroad; the rationalization 
of the position structure of Foreign Service clerks; the adoption of a 
policy based on human resource management considerations for the 
identification of positions as rotational (Foreign Service) or non- 
rotational (domestic); the development of a demand mode! for legally 
trained Foreign Service officers; the adoption of a policy and proce- 
dures to deal with Foreign Service employees who cease to be 
rotational and are in that sense surplus, as well as continuous central 
forecasting of recruitment requirements and promotion possibilities 
for the 11 groups and subgroups of personne! who constitute the career 
Foreign Service. A few of these operational practices or policies were 
in place prior to the reorganization of the Department on 
January 12, 1982; other have been introduced since that date. 


More generally the Department considers that short-term gaps and 
surpluses can usually be balanced through the assignment and second- 
ment process, Otherwise it believes that the unpredictable, changing 
and highly varied environment in which it operates coupled with the 
existence of a career personnel system dictate the need for a long- 
term personnel strategy rather than a series of long-term plans which 
would be quickly outdated. This strategy consists essentially of 
recruiting personnel in all groups who have the qualities of mind and 
personality which will permit them to adapt and even thrive on the 
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changes to which they will be subject and to train and develop the 
potential in these employees through the assignment process coupled 
with appropriate formal training. The essence of foreign operations is 
flexibility and the personnel system and the personnel in the system 
must be recruited at the outset and managed thereafter so as to 
display that flexibility. 


14.108 The Department should develop a more systematic method of determi- 
ning training needs and means of meeting those needs. 


The Department agrees that training needs should be identified as 
methodically as possible and that its delivery of training should be 
improved in those areas where it is not satisfactory. These points 
have influenced the recent reorganization of its personnel sector in 
which training officers have been included in the units managing each 
element of all departmental personnel so as to bring the training 
function closer to regular operations. A training policy and program 
have also been developed and implemented to cover the first two years 
of newly recruited foreign service officers' careers. The Department 
will be seeking to rationalize its training and development activities 
further in light of its new organization and enlarged role but the 
characteristics of the Department's personnel, especially the foreign 
service - mobility, dispersal of half the personnel around the world, a 
generally volatile and varied environment, and resource constraints - 
will continue to present major challenges to the effective delivery of 
training. 


Management of Accommodation Abroad 


14.109 -The Department of External Affairs is responsible for providing and 
managing accommodation for Canada's foreign service personnel at 120 posts in 
83 countries abroad. Through its Bureau of Physical Resources, the Department 
manages a portfolio of Crown-owned and leased properties comprising 136 
chanceries (38 Crown-owned) 102 official residences (63 Crown-owned) and 1,511 
staff quarters (407 Crown-owned). 


14.110 The Department's capital and operating budget for property abroad 
amounted to $73.5 million in 1980-81, of which $39.4 million was for property 
rental and $20.8 million was the Long-Range Capital Program (LRCP). 


14.111 The LRCP was approved by Treasury Board in May 1974. Its objective 
was "to own a significant proportion of offices, official residences and staff 
accommodation (abroad), except where economic factors or political instability 
preclude this course." To achieve this objective, Treasury Board approved annual 
budgets, totalling almost $106 million, for the years 1975-76 to 1980-81. 
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The Mexico City chancery, shown above, was the 
Department's first major design and construction 
project completed under the Long-Range Capital 
Program. 


14.112 Of that amount, the Department has spent $85.5 million in acquiring 
and constructing facilities abroad. The acquisition portion of the program has 
been responsible for acquiring 139 staff quarters at a cost of $18.5 million, 19 
official residences for $5.9 million and 9 chanceries for $30.4 million. The major 
chancery acquisitions included Paris, Caracas and Bogota. The design and 
construction activity has expended $25 million and has seen the completion of the 
Mexico City chancery. As well, several major chancery projects such as 
Washington, Belgrade, Moscow and Tokyo are at various phases of the design and 
construction process, The balance of the funds has been spent on minor capital 
projects. In a report prepared in 1981, the Department estimated that the 
properties acquired in the first 6 years of the program had produced total rental 
savings of $13.4 million. 


14.113 Our audit concentrated on acquisition projects and design and con- 
struction projects because of their individual financial significance. Our work was 
carried out primarily at headquarters, supported by field visits to 14 posts where 
we reviewed various aspects of the accommodation program. 


14.114 We visited new chanceries in Abidjan, Bogota and Caracas, Paris and 
Mexico City. 
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14.115 The Abidjan chancery project ($2.9 million) struck us as an excellent 
example of good communication and co-ordination between the post and head- 
quarters. The post took an active role in local market surveys, site selection and 
supervision of the required fit-up. During our visit, the post indicated that 
headquarters had provided excellent support and co-operation. 


14.116 The Bogota chancery acquisition ($2.7 million) was some five years in 
the making, because of uncertainty about availability of funds, poor communica- 
tions between headquarters and the post and the volatility of the Colombian real 
estate market. However, once matters got on track, the project was executed in 


good time, and the space acquired appears to meet both personal and program 
requirements, 


14.117 Caracas, like Bogota, presents a difficult real estate market. The 
time needed for examination and analysis of available properties, the preparation 
of the required documentation and the flow of the approval process in Ottawa 
made it difficult to secure the needed chancery space. Nonetheless, a new 
facility ($4 million) was eventually acquired. It solved the problem of inadequate 
space and sharp rent increases for office accommodation in Caracas. 


14.118 The Mexico City chancery ($10.3 million) was the Department's first 
major design and construction project under the LRCP. By most accounts, the 
new chancery is a fine example of Canadian architecture and Mexican craftsman- 
ship. Our comments on Paris appear later in the chapter. 


14.119 Notwithstanding individual successes such as those noted above, our 
review of the Department's management of the accommodation acquisition 
function revealed a need to strengthen the up-front planning for projects. In 
particular, the approach used to identify accommodation needs does not conform 
with the Department's Property Management Manual. In addition, evaluation of 
projects and determination of priorities is not based on a documented set of 
guidelines or factors to be considered. Finally, more emphasis needs to be placed 
on the feasibility study stage, especially the determination of repair and refur- 
bishing costs when existing structures are purchased, 


14.120 These deficiencies take on added significance in an environment that 
favours an informal approach to decision making. They result in a system that 
tolerates and even encourages unnecessary involvement by insiders and outsiders 
alike. This blurs the accountability of the Bureau of Physical Resources for 
program delivery and produces a constant shifting in priorities, as demonstrated in 
Table 1. 


14.121 This Table and the case histories at the end of this section provide 
some insight into the basis for our conclusions. It should be noted that the 
deficiencies reported are not the sole responsibility of the Bureau of Physical 


469 


F oreign Operations 


Resources. Indeed, the senior levels of the Department, both at headquarters and 
at posts, have been, at times responsible for tolerating actions that compromise 
the economical and efficient delivery of the accommodation program. 


Table 1 


Deviations From Plans 
Acquisition Sub-program of LRCP 
(thousands of dollars) 


1976-77 1977-78 1978-79 1979-80 1980-81 


Acquisition Plan $7 960) BS 15120" hele os ane SeOOOee $ LINGO 


In Acquisition Plan 
but not implemented 4,147 Oyoz> 5,940 DPLOD 1,446 


Percentage not 
implemented 57% 58% 50% 35% 12% 


Expenditures in 
Acquisition Plan and 
implemented poly, thvilee) 5 94D oe 26 5,466 


Expenditures imple- 
mented but not in 
Acquisition Plan $10" FFA SGU ND PSY OF ONES eae AON! So Soon 


Total Expenditures 14,493 8,867 6,142 13,000 7,016 


Percentage of Expendi- 
tures not in Acquisi- 
tion Plan over Total 
Expenditures 76% 13% 36% 35% 22% 


lIncludes Paris chancery acquisition $9,350 (target of opportunity) 


14.122 Although a certain flexibility has to be maintained to take advantage 
of opportunities - there are valid reasons why some proposed acquisitions may not 
be carried out as planned - we observed that from fiscal years 1976-77 to 1980-81 
more than 42 per cent of the funds planned for acquisitions were not used for the 
purpose identified. As much as 58 per cent of the acquisition plan in one year was 
not implemented. During the same years, a number of properties that were not 


part of the plan were acquired: on average, 41 per cent of expenditures for 
acquisition went to acquire such properties. 
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14.123 A reorganization of the Bureau of Physical Resources during the 
course of our audit and a response, in the form of 38 additional person-years, to 


its long-standing claim of being severely understaffed should provide for improved 
performance in the years ahead. 


14.124 Identification of accommodation needs and definition of requirements. 
The first step in the asset acquisition process is the identification of needs based 
on program objectives. At External Affairs, this means determining what the 
posts need in terms of office and residential accommodation. These needs are 
influenced by factors such as changes in the number of program staff at posts, the 
condition of existing facilities, the local real estate market and so on. To gather 
and analyse this information, the Department's Property Management Manual 
calls for posts to prepare an annual Post Development Plan. 


14.125 Our field audit of 14 posts revealed that none of these has expressed 
its needs by formulating a Post Development Plan as required by the manual. The 
Department, on the other hand, has not requested the Post Development Plan as 
an input to planning. At the same time, the Department has not explicitly 
communicated to the posts the substance of the LRCP, and all the posts audited 
claimed to have insufficient knowledge of the short and long-term capital 
accommodation plans of the Department. 


14.126 Instead, the Bureau of Physical Resources has instituted a number of 
procedures to determine needs. It reviews the posts' Country Assessment Reviews 
for indications of changes in staff complement. It monitors telegram traffic 
relating to accommodation problems. It relies on personal and written represen- 
tations by heads of posts and others to provide input. It consults with the 
geographic bureaux as to needs and priorities within the respective regions. The 
information garnered from these various sources is then incorporated into an 
annual plan which is reviewed by the geographic bureaux and eventually presented 
to senior management for approval. 


14.127 These procedures have merit and represent an improvement over past 
practices, although they are by no means complete or definitive. The approach 
does not provide the ultimate user of the space, the post, with the opportunity to 
make a formal and detailed contribution to the annual plan. As a consequence, 
some posts undertake end runs around the Bureau of Physical Resources to 
achieve their goals. This was the case for Porta Latina, Philadelphia and Tokyo, 
which are discussed later in this section. 


14.128 Another important step in the planning phase is translating accommo- 
dation needs into a statement of requirements, as stipulated in section 112 of 
Treasury Board's Administrative Policy Manual. At External Affairs, this means 
converting a need for space, identified in broad terms, into a statement that 
incorporates the specific requirements of the post in terms of square footage, 
representational needs, cultural/display areas, security factors and so on. This 
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requires a good deal of consultation and co-ordination between the post, the 
program bureaux (political, trade, cultural, etc.) and the functional bureaux 
(physical resources, security, telecommunications, etc.). 


14.129 However, as described in the earlier section on Program Management, 
the Department's planning systems are not adequate. Consequently, it is often 
difficult to obtain timely, ‘hard' information from program bureaux as to 
projected staff complements at posts and the related program needs. Similarly, 
changes in specifications by users at an advanced stage of proceedings have 
produced a good deal of frustration and resulted in the inefficient use of 
resources. A case in point is the Moscow chancery, where changes in security 
requirements at a late date resulted in the project being shelved. Details are 
provided in the attached case history. 


14.130 External Affairs should follow the procedures outlined in its own and 
Treasury Board manuals relating to the identification of accommodation needs 
and definition of requirements. 


The Department agrees. The Departmental Property Management 
Manual is under revision to more accurately reflect the relative roles 
of posts and headquarters in the property planning process, and the 
applicable provisions of the Treasury Board manual. 


14.131 Determination of priorities. Once needs have been identified, the next 
step is to establish priorities among competing projects. In a situation where the 
number of potential projects far exceeds the funds available, and in an environ- 
ment where projects need to be rescheduled because of budgetary, physical or 
political constraints, the Department needs a set of quidelines or criteria to 
evaluate and rank projects, taking into account factors such as economic benefit, 
political stability, personal security, budgetary constraints and so on. 


14.132 Although the Department's current approach calls for the geographic 
bureaux to provide input and agree to project priorities, the guidelines and factors 
to be used in this process are not clearly documented and communicated within 
the Department. Thus, the process is susceptible to a wide variety of interpreta- 
tions. For instance, although the LRCP was specifically approved by Treasury 
Board to counter the spiraling rise in rents paid for accommodation abroad, the 
Department has not specified what importance should be assigned to economic 
pay-back in relation to other factors when assessing competing projects. 


14.133 The Department should develop and communicate a set of quidelines 
for evaluating accommodation needs and establishing priorities. 
The Department agrees. The Department has a system for collecting 


and priorizing accommodation projects which reflects the variety of 
accommodation requirements encountered abroad and the need to 
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match a flexible response to a variety of circumstances. This system 
will be described and consolidated into a single document. 


14.134 Feasibility studies and benefit-cost analysis. The feasibility studies 
which were put forward to senior management and to Treasury Board did not 


follow a standardized approach that would allow making comparisons of proposed 
projects, 


14.135 None of the cases we examined indicated that the project and its 
alternatives were evaluated by a comprehensive feasibility study as stipulated in 
the Treasury Board Administrative Policy Manual or by commonly accepted 
management practices, 


14.136 In major projects such as Paris, Moscow, Mexico and Tokyo, the 
benefit-cost analyses were limited to a calculation of the possible rental savings 
related to Crown ownership. 


14.137 The consequences that flow from these analytical practices are similar 
to those noted earlier in the other planning components. Senior management and 
Treasury Board are not presented with well chosen and analysed alternatives, and 
the selection process does not always ensure due regard for economy. The Dallas 
official residence and the Paris chancery are examples of what can happen when 
repair and renovation costs are not properly investigated and costed at the 
feasibility study stage. 


14.138 The Department should prepare feasibility studies and benefit-cost 
analyses for projects in accordance with the format specified in the Treasury 
Board's Administrative Policy Manual. 


The Department does employ a format applicable to foreign operations 
developed in part with Treasury Board participation. Moreover, the 
relative small scale of Canada's operations in some locations and, 
frequently, the limitations under local property law prevent applica- 
tion in all cases. However, the Department will modify these 
processes in the near future. 


14.139 Project review. The Department does not undertake a comprehensive 
review of the projects after completion to determine adherence to requirements 
definitions and specifications, budgets and completion targets. 


14.140 For the Department, project completion and closure occur when the 
architect or project manager take delivery of the project after he has inspected it 
and declared that it conformed to the specifications, This particular procedure is 
formally required and it has invariably taken place. For the cases that we 
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examined, nothing occurred beyond that procedure and, following the final 
acceptance of the project, the related documentation was filed. Consequently, 
the Department did not benefit from project experience. Where mistakes have 
been made and problems encountered, a project review provides a valuable 
mechanism for analysing causes and developing improvements, 


14.141 The Department should enforce its regulation that a project manager 
close out each project with a project review presented in an established format. 


The Department agrees. The Department does have a review under- 
way of the Paris Chancery project and another is presently planned for 
the Mexico City Chancery. In all future projects, this will be 
incorporated as a standard requirement. 


Accommodation Abroad - Case Histories 


14.142 There is no such thing as a typical case when providing accommodation 
abroad. Each locale has its particular set of conditions, problems and person- 
alities that make it unique. From the 46 purchase/construct/lease cases that we 
reviewed, we have selected the following in support of the observations we have 
made. In our view, these cases provide some insight into some of the complexities 
inherent in providing working and living accommodation for a rotational foreign 
service. 


14.143 Dallas. Following the decision to change the status of the Dallas post, 
the Department suggested to the Head of Post that he should start looking for an 
official residence with better representational standards than those of the current 
Crown-owned property. The Head of Post and a team from headquarters reviewed 
a number of purchase possibilities. However, in general, prices for the desired 
accommodation were above the alloted budget. Following further market 
inquiries and after raising the amount available for a purchase, the Department 
narrowed its interest and initiated negotations for a house situated on Royal Lane. 


14.144 The Department did not undertake an adequate engineering and cost 
estimate of the renovation and fit up costs of the Royal Lane property. The 
report provided to the Department on the condition of the house was a rough 
estimate only and was not sufficient to support a purchase price of $375,000. The 
Department found out subsequently that renovation costs to the house would be 
far in excess of the original $25,000 budgeted. A thorough inspection of the 
residence carried out after completion of the purchase indicated that renovations 
would exceed U.S. $150,000. 


14.145 Philadelphia. At this post, the forthcoming termination of the 
chancery lease triggered the search for alternate space. Two sites were 
considered; one, in the North American Life Building for a long-term lease at 
reasonable rates in a well located fully renovated building, the other in the Logan 
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Square Building for slightly larger space at higher rates in a prestigious building 
yet to be erected. The summary economic analysis in Table 2 indicates that the 
space in the Logan Square Building would have cost $538,000 (U.S.) more on a net 
present value basis over a 10-year term than the space in the North American 
Life Building. A departmental representative reported that the latter building 
was Clearly a better choice and that a contract should be signed since the owners 
of the building had provided the Crown with a generous amount of time to sign the 
lease, and the option time was running out. Meanwhile, the post persisted in 
promoting a move to the other site and, while the choices were being argued over, 
no decision was made. As a result, the option expired, and the Department had to 
negotiate an extension of its existing lease. 


Table 2 


Departmental Data 


North American 1 Logan Square 


Location Good Very good 
Effective rent per sq. ft. $16.00 (U.S.) 4 Al set tid (DO hesiey) 
Annual rent $144,000 (U.S.) $284,000 (U.S.) 
Cost of 10-year rent, current $ $1,440,000 (U.S.) $2,840,000 (U.S.) 


Cost of 10-year rent, present value in 

constant $ (government borrowing | 

rate at 17%) $671,000 (U.S.) $1,209,000 (U.S.) 
Term of lease (base rent) 5 to 20 years 5 years 


*Cost of building services and 


taxes adjusted Annually Annually 
*Cost of building maintenance Average High 
*Energy efficiency , Excellent Good 
Parking Public 
$80 per month $100 per month 


*not provided in $ terms 


14.146 This type of case usually results in additional travel and administrative 
costs and compromises the efficient delivery of a program by those charged with 
that responsibility. 
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14.147 Lagos. The annual rent for the chancery has escalated from an initial 
$43,000 in 1975 to the current $733,000, or $885 per square metre, some of the 
Department's most expensive rented space. In keeping with the LRCP's objec- 
tives, Lagos was a prime candidate for substitution with Crown ownership. 


14.148 On 27 September 1977, Treasury Board recommended that "every 
effort be made by your Department to begin a building program at the earliest 
possible date, to ensure that Crown-owned accommodation will be available for 
occupancy upon the termination of this lease or sooner." 


14.149 Given the present market, it seems evident that, if construction had 
started four years ago as recommended by Treasury Board, the building would now 
be completed and expensive rental costs avoided. Instead, the Department has 
had to sign a five-year lease at $733,000 per year to allow sufficient time for 
constructing other space. To date, construction has not started, but architects 
have been appointed to design the chancery. 


14.150 Moscow. The need for a better facility in Moscow has been recognized 
by the Department and agreed to by Treasury Board as far back as 1972. By 1976 
a lease had been secured on a tract of land, and negotiations were proceeding with 
regard to building design, materials to be used and so on. Plans called for the 
construction of a diplomatic complex, incorporating chancery and residential 
space. The project was approved by Treasury Board in December 1978. Of the 
amount approved, six and one-half per cent of the costs related to security 
considerations. By June 1981, working drawings had been finalized and the 
project approved by the Department's senior management. The total project cost 
had almost doubled, and thirteen and one-half per cent of costs were security 
related. In the month that followed, security-associated costs escalated to 
twenty and one-half per cent. The dramatic last-minute change in security 
requirements, which, in our view should have been defined earlier, forced the 
Department to suspend the project because it could no longer be accommodated 
within the Department's budget. To date, approximately $3 million has been 
expended on this project, and this cost will have to be written off unless the 
particular design is eventually used. 


14.151 Porta Latina. Porta Latina is a five and three-quarter acre park-like 
property in Rome which includes a 6,500 square foot villa built in the 1930s. In 
the Department's own words, "it is one of the few remaining grand estates in the 
centre of historic Rome." The property was purchased in 1950 for $186,000 with 
blocked Italian currency received as settlement of a war debt. Between 1965 and 
1980, six study trips to Rome were undertaken to review what might be done with 
the property. Each time the conclusion was the same: there was no economic 
rationale for developing it. 


14.152 Although the property was described in several reports as an eyesore, 
"a disgrace and embarrassment to Canadian officials", and its holding could not be 
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justified in terms of program needs or economics, the possibility of selling the 
property was not seriously pursued. Documents on file indicate that there were 
no restrictions to selling the property. Although a firm offer (unsolicited) of 
$765,000 was received in 1972 and further interest was demonstrated in 1975 
when the property was appraised at $1.25 million, both were rejected. Resistance 
to selling the property emanated primarily from the post and geographic bureau, 
in spite of the fact that there was no demonstrable need for the property. 


14.153 Paris. Prior to completion of the recent $20 million project in Paris, 
Canadian Government operations were located in three rented and three Crown- 
owned premises. Documentation on file indicates that the need for more space 
was recognized by the post as early as 1974. In July 1976, the Kodak building 
complex immediately adjacent to the existing Canadian Embassy was offered for 
sale. Because the Department was also pursuing other alternatives that appeared 
more suitable, this property was not actively considered. By September 1976, the 
other alternatives had been exhausted and, once again, the Department focused 
its attention on the Kodak complex. By this time, the buildings had been 
purchased by a group of French developers who offered to sell part of the complex 
to Canada, After protracted negotiations, Canada purchased No.37 and No.37 
cour avenue Montaigne, approximately half the Kodak complex, for a price of 
around $9 million. The property purchased was an old building which had 
inadequate electrical and mechanical services. This fact was recognized by the 
Bureau of Physical Resources prior to purchase, and provisions were made in the 
initial renovation budget to install mechanical services and renovate the newly 
purchased building at a cost of approximately $2 million. These renovations were 
deemed to be the minimum requirements to render the building habitable and to 
bring it up to current building standards. 


14.154 A Canadian architectural firm was employed to do an in-depth 
architectural study after the building was purchased, This study highlighted the 
inadequate electrical and mechanical systems and problems with roof structure, 
foundation and floors. It found that the building standards in the property 
acquired were not compatible with those of the existing chancery. The architect 
also recommended that the project scope be expanded to include renovation of the 
existing chancery and that the three-building complex be replanned in totality to 
provide the best functional arrangement. 


14.155 Although the Department had previously limited the Paris renovations 
to the newly purchased building, it accepted the recommendation of the architect 
and submitted to Treasury Board a proposal to extend the scope of the project to 
include the renovation of the existing chancery and the integration of the 
buildings. Eight months later, Treasury Board approved the increase of $9 million 
in the estimate. The submission was approved in Canadian dollars, and currency 
exchange and fluctuations in the Construction Index (beyond the control of the 
Department) were to be absorbed and accounted for in the project's contingency 
account, 
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14.156 Construction progressed during 1980 and 1981 with serious concerns 
noted on the file regarding reporting relationships and authority for approval 
between headquarters and on-site project managers. In addition, unfavourable 
currency fluctuations and increased construction costs forced the Department to 
identify areas in the original specifications where costs could be reduced in order 
to stay within the approved budget. 


14.157 In summary, the Department decided to recommend to Treasury Board 
a change in the scope of the Paris project after the contiquous office accommo- 
dation was acquired. This was done to integrate the three buildings fully as well 
as to provide for renovations to the original chancery. These changes in project 
scope resulted in an increase of $9 million to the initial proposal. 


14.158 Tokyo. The need to provide more and better space in Tokyo has long 
been recognized. Part of our embassy staff currently occupies rented space while 
others are accommodated in a temporary building on the Embassy site. In 1975, 
Treasury Board approved development of a new chancery and associated facilities 
at a cost of $15.2 million on the existing site. This amount was subsequently 
increased to $17.5 million in 1977. Although the original plans called for 
renovations of the official residence, which is known as Marler House (also 
located on this site), the 1977 revised plans did not. The Department contem- 
plated instead eventually demolishing the residence and replacing it. The reasons 
for this, in the words of the then Under-Secretary, were that "the Residence ... is 
extremely large, (requiring eight servants) expensive to renovate and maintain 
($220,000 in 1979) and occupies a disproportionately large area of this valuable 
site." Although the house does not meet any criteria for an historic site and 
cannot be justified on the basis of program needs or economic rationale, there is 
strong pressure within the Department to retain it. 


The Tokyo Official Residence is shown here. Although 
the house does not meet criteria for an historic site 
and cannot be justified on the basis of program 

needs, there is strong pressure within the Department 
to retain it. 
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14.159 After 1977, while the technical drawings were being prepared, the cost 
to build in Tokyo rose sharply due to inflation and the diverging values of the 
dollar and the yen. By February 1979, the cost of construction had increased to 
$25 million and caused the Department to consider other options for redeveloping 
its property. Among these was the possibility of a joint development with a 
private sector partner. This would provide new and adequate chancery space, 
would not require capital funds, and might even produce an immediate cash return 
to the Crown. In December 1980, the Department's Senior Management Commit- 
tee approved the investigation of the joint-venture possibility, that would retain 
the existing official residence. Since then, a number of proposals have been 
received from Japanese developers, which would resolve the acute space problems 
of our embassy in Tokyo by replacing inadquate and expensive rented space with a 
modern integrated facility. Although the accommodation need is obvious and 
development of the property would produce substantial economic benefits and 
facilitate program delivery, correspondence in the files indicates that resistance 
to these proposals from some quarters in the Department has been successful in 
stalling development of the property. 


Telecommunications 


14.160 This section of the report discusses only the carrier of the message, 
and not its content. The use of telegrams for program delivery purposes is 
discussed under Program Management. 


14.161 The Department of External Affairs acts as a service agency that 
provides and manages a world-wide telecommunications network for record 
transmission between all government departments and agencies and their repre- 
sentatives at posts abroad, except for operational units of the Department of 
National Defence. The Department estimates that approximately 50 per cent of 
the services are provided to other departments, at no cost to them. 


14.162 The network provides three methods for communications -- by tele- 
gram, by letter sent by diplomatic bag or ordinary post and by telephone. Its main 
objective is to ensure speedy, efficient and secure communications. 


14.163 Telegraphic communications is a fundamental part of the overall 
telecommunications network at External Affairs. In the past few years, the 
Foreign Service Officer has relied more and more on the telegram to convey a 
variety of information related to his duties. 


14.164 The growing need for disseminating information and for transmitting 
reports rapidly, the dramatic decrease in cable rates and unit telegraphic costs 
and the introduction of faster enciphering have all contributed to an increase of 
almost 100 per cent in telegram traffic in the last six years. At present, the 
system handles about 25,000 telegrams daily. 
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14.165 Messages are transmitted either through the public network (telex) or 
by way of a leased circuit for the exclusive use of External Affairs. The 
Department's computerized message switching system allows direct communi- 
cations between Ottawa and posts abroad, as well as among posts. 


14.166 All classified telegrams are sent in cipher. Enciphering is done either 
manually or by machine. Manual or "book-ciphering" is now used only as a back- 
up system. 


14.167 The Canadian Diplomatic Courier Service provides secure delivery of 
official classified material and equipment between Ottawa and Canadian missions 
abroad through escorted and unescorted diplomatic bags. External Affairs has 18 
couriers whose full-time jobs consist of carrying bags to and from overseas posts 
(approximately 4,800 bags per year). It is estimated that 25 to 30 per cent of all 
material sent by courier is for other departments, 


14.168 Approximately 15 per cent of the Canada-based strength of the 
Department is involved in providing telecommunications services. The direct 
costs of telecommunications in 1980-81 (not including the Passport Office or 
telephone services) were $17 million. 


14.169 The telecommunications network of the Department of External 
Affairs satisfies user needs for fast and reliable communications. The Depart- 
ment has adapted cautiously and, in many ways, remarkably well to the communi- 
cations explosion and to the phenomenal changes in telecommunication technology 
of the past two decades, 


14.170 Several modifications have been made to improve the system's effi- 
ciency and its cost-effectiveness. Various plans for streamlining certain opera- 
tions or adding new equipment have been developed and implemented and others 
are currently under consideration. Changes were made in response to user 
requirements and technological evolution and were well planned and executed. 


14.171 We found the Department complied with the Treasury Board's Guide on 
Telecommunications Administration. The Guide requires the Department to 
ensure that the cost of telecommunications is accounted for and made visible and 
that senior departmental management is provided with the necessary information 
to make rational choices in acquiring and administering telecommunications 
services, 


14.172 We found that the Department had in place administrative procedures 
and systems that provide the necessary operational data to management on a 
regular basis, 
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14.173 We concluded that the telecommunications network of the Department 
of External Affairs was operated with due regard for economy and efficiency. 


Financial Management and Control 


14.174 For 1981-82, the Department had a budget of $450 million and 


administered approximately $100 million on behalf of other government depart- 
ments relative to their programs abroad. 


14.175 _ The Deputy Under-Secretary, Management, has been designated as the 
Senior Financial Officer, and the Director-General of the Bureau of Finance and 


Management Services has been designated as the Senior Full-time Financial 
Officer. 


14.176 The Bureau's staff of 141 is responsible for all aspects of financial 
management and the provision of management and computer services to the 
Department. The Director-General has been delegated functional authority over 
financial officers in the larger headquarters bureaux and staff performing 
financial administration functions at all posts abroad. 


14.177 In our 1975 Financial Management and Control Study, we made a 
number of recommendations which we believed would strengthen and improve the 
financial function in the Department. Although a number of positive steps have 
been taken, our current examination revealed that some of the key problems 
identified in our 1975 Study have not yet been corrected. 


14.178 In our opinion, the Department needs to develop a plan for imple- 
menting our 1975 Financial Management and Control Study recommendations to 
provide for continuing improvement of the financial function in the Department. 
The central financial function needs to revise current systems to provide more 
complete information for managers. 


14.179 Financial manual. The Department's Manual of Financial Management 
was not up to date; several important sections relating to the financial system, 
headquarters accounting and verification procedures and financial reporting had 
not been completed. The diversity of the operating environment, the impact of 
staff rotation and the locating of financial officers in large semi-autonomous 
headquarters bureaux makes co-ordination of financial management difficult. A 
complete and up-to-date financial manual is therefore essential to communicate 
all the requirements of the Department's financial administration and control 
systems. 
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14.180 The Department should assign responsibilities and establish a time- 
table for completing the Manual of Financial Management. Procedures should be 
developed to ensure that the manual is kept up to date and adhered to. 


The Department agrees. While the Department communicates a 
number of its requirements through the medium of financial manage- 
ment letters, the Financial Management Manual will be updated and 
completely rewritten during 1983. 


14.181 Financial accounting systems, [External Affairs records its financial 
transactions in two separate systems. The Department of Supply and Services 
reporting system produces responsibility centre budget and transaction reports, 
and the departmental system mainly reports on allotment control accounts, 


14.182 The DSS system produces monthly reports on a cash basis and does not 
contain outstanding commitments or details of uncommitted funds. We noted that 
the monthly budget figures are a one-twelfth allocation of total allotments and do 
not reflect any pre-determined expenditure pattern or operational plans. 


14.183 The headquarters responsibility centres prepare monthly cash expendi- 
ture forecast reports which show actual expenditures, forecast expenditures for 
the balance of the year, and variances from budget. Posts issue similar reports 
four times a year in June, August, October and January. These reports are 
prepared manually and are used by the Bureau of Finance and Management 
Services to provide a variety of information including the status of allotments for 
cash control. However, because commitments and periodic budget amounts are 
not included in these reports, they do not provide a complete picture of 
departmental expenditures, free balances and deviations from budget for senior 
management review. 


14.184 The only complete financial statement issued by the Department is at 
year-end for the Public Accounts, 


14.185 Because the Department of Supply and Services' system and the 
Department's own system did not provide complete information, three responsibil- 
ity centres maintained their own manual records and generally used the DSS 
reports only for reconciliation purposes. 


14.186 The information generated by the present system could be improved if 
budgets based on anticipated rates of expenditures and accurate commitment data 
were included. Comprehensive budget variance analyses could then be prepared 
by each responsibility centre, division and the Department in total. 
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14.187 These steps would provide better information on the use of the 
Department's resources. Managers would have more complete information to help 
control costs, relate actual to planned expenditures and provide meaningful 
analysis of variances to senior management. The need for manual financial 
records currently being maintained by three responsibility centre managers might 
also be eliminated. 


14.188 ied _The Department should define the financial information needs of the 
responsibility centre managers and other users of financial reports and develop 
systems that meet these needs. 


The Department agrees. This recommendation will be taken into 
account in the development and implementation of revised accounting 
and financial reporting systems to meet the needs of the newly 
reorganized Department of External Affairs, 


14.189 Financial training. Except for the senior staff at headquarters, 
performance evaluations for personnel involved in financial administration are not 
used to identify financial training needs. 


14.190 Senior financial officers have no input into preparing performance 
evaluations, career planning and professional development for financial officers 
outside the Bureau of Finance and Management Services. As a result, the 
Department has no assurance that staff with financial responsibilities have 
adequate qualifications, experience or training to carry out their responsibilities, 


14.191 The Department should develop a formal plan for training and evalu- 
ating financial officers, ensuring that training and development needs are 
identified, alternatives are assessed and costs are identified. The effectiveness of 
such a plan should also be assessed and reported. 


The Department agrees. In connection with the reorganization of the 
Department of External Affairs, the Department will develop a formal 
plan for training and evaluating officers carrying out financial func- 
tions outside the Bureau of Finance and Management Services and 
ensure that training and development needs are identified. 


14.192 Senior financial officers should be involved in selecting, appointing, 
training, evaluating and promoting all financial staff. 


The Department agrees. Career planning and professional develop- 
ment for financial officers outside the Bureau of Finance and Manage- 
ment Services will be given greater emphasis with senior financial 
officers having a greater involvement in selecting, appointing, 
training, evaluating and promoting all financial staff. 
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14.193 Financial control systems. The imbalance between resources allocated 
to and benefits derived from certain activities within the Bureau of Finance and 
Management Services, reported in our 1975 F MCS Study, has not been rectified. 


14.194 The Post Accounts Section of the Bureau performs a post-audit on the 
financial returns submitted by each of the posts abroad. For 1980-81 this activity 
used 26 person-years. A recent estimate by the Office of Internal Evaluation and 
Audit indicated that the Section's annual operating expenses were approximately 
$800,000, half of which was for salaries. For the year ended 31 March 1981, 
expenditures verified by the Post Accounts Section amounted to $127 million. 


14.195 The Department states that the reason for the Section's function is to 
comply with section 26 of the Financial Administration Act and the Account 
Verification and Payment Requisition Regulations requiring that accounts be 
verified prior to payment. We noted that the verification procedures carried out 
by the Section were normally performed about 90 days subsequent to the month of 
disbursement of the funds by the posts abroad. It appears that, although they 
have not been formally delegated the authority, section 26 and Account Verifica- 
tion procedures were being carried out by the posts, and the work of the Post 
Accounts Section for the most part is a duplication of that effort. 


14.196 The Section was spending 82 per cent of its time on the voucher and 
authority audits where the type of errors were mainly those involving the failure 
to comply explicitly with regulations and did not involve significant dollar 
amounts. There were no predetermined materiality limits, nor was there a clear 
definition of what constituted an error. 


14.197 The Department should review the mandate, role and goals of the Post 
Accounts Section with a view to reducing its scope of activity. 


The Department agrees. As part of an overall review of financial 
training needs as referred to in the previous recommendation, a review 
will be undertaken of the mandate, role and goals of the Post Accounts 
Section. 


14.198 The Department should establish and document an appropriate meth- 
odology for the verification of post financial returns, including prompt reporting 
and follow-up. 


The Department agrees. The Department will review the current 


methodology being applied and establish and document a more appro- 
priate methodology for the verification of post financial returns. 
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Internal Audit and Inspection Service 


14.199 This section covers the operations of two distinct units, the inter- 
departmental Inspection Service, charged with performing audits and evaluations 
of programs at posts on behalf of all foreign service departments, and External 
Affairs' Office of Internal Evaluation and Audit. Although the two are organized 
as separate units, their overlapping mandate and interdependence on resources, 
the advent of Consolidation, and the January 1982 realignment of departmental 
responsibilities made a combined report more meaningful. 


14.200 The Inspection Service was set up in February 1979 to complement the 
audit and evaluation programs of departments and agencies operating abroad. It 
was charged with the responsibility to audit the compliance of Canada's posts 
abroad with established policies, procedures and practices and to assess the 
effectiveness, efficiency and economy of programs abroad and to assist ICER in 
improving the quality of management of foreign operations. The Service is 
headed by an Inspector General who operates as an agent of the Committee of 
Deputy Ministers on Foreign and Defence Policy and reports through its chairman, 
the Under-Secretary of State for External Affairs. 


14.201 The Service is staffed by personnel who are assigned from the main 
foreign service departments and by financial auditors drawn from External 
Affairs' Internal Audit Division. The Inspector General has informed us that he 
does not have the final decision in the selection of these officers. 


14.202 For the fiscal year 1981-82, the Service cost approximately $1.1 
million and used 19 person-years, including the time of financial auditors assigned 
to it by the Internal Audit Division of the Department of External Affairs. 


14.203 The Office of Internal Evaluation and Audit was established in 1979. 
The Office is organized in two divisions, Internal Audit and Program Evaluations. 
The head of the Office of Internal Evaluation and Audit reports direct to the 
Under-Secretary. For the fiscal year 1981-82, the Internal Audit Division cost 
approximately $430,000. The operations of the Evaluation Division are discussed 
in the section of this chapter on Program Management. 


14.204 Our examination of the Inspection Service and Office of Internal 
Evaluation and Audit revealed significant problems in two key areas: 
- the mandate and role of each group; and 


: the professional capability of the Inspection Service to carry out 
its audit and evaluation responsibilities. 
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14.205 As directed, the Inspection Service had concluded its tours of all posts 
abroad within the suggested three-year period. However, it has operated 
primarily in a consultative/management advisory capacity rather than as an 
audit/evaluation group as required by its mandate. Its reports contain useful 
recommendations for improvement, a good number of which have been imple- 
mented. However, the activities of the Inspection Service do not meet the 
standards of, and are not a substitute for, internal audit as prescribed by the 
Office of the Comptroller General. 


14.206 For its part, the Internal Audit Division had completed only one head- 
quarters audit at the time of our review. The Division has not implemented the 
Departmental Policy on Internal Audit or met the Internal Audit Standards of the 
Office of the Comptroller General. 


14.207 We concluded that senior management was not being provided with an 
independent appraisal of the economy and efficiency of departmental operations. 


14.208 Audit mandate. The mandate of the Inspection Service overlaps in 
part with the mandate given to the Internal Audit Division of the Department of 
External Affairs and does not permit either of them to carry out comprehensive 
internal audits which, in our opinion, would best suit the needs of the Department. 


14.209 The Standards of Internal Audit issued by the Comptroller General 
require that every department have an independent internal audit function whose 
scope "shall encompass all aspects of a department's operations". The standards 
also require that the internal audit function be organized in a single group, 
independent of the operations it must review. 


14.210 The mandate of the Inspection Service requires it to "carry out 
systematic evaluations and audits of the operations of Canada's posts abroad", 
This mandate duplicates the responsibilities assigned to the Internal Audit 
Division of the Department. To date, the problem of conflicting mandates has 
been resolved by having Inspection Service audit only the operations at posts 
abroad while the Internal Audit Division restricted itself to audits of the 
headquarters functions. 


14.211 The practice of splitting the audit of overseas and domestic operations 
and having two distinct audit groups auditing and reporting on separate parts of 
the same or complementary activities is not efficient or effective. At present, 
issues or problems abroad are reported without full consultation with head- 
quarters, Similarly, audits of headquarters function have noted problems without 
reference to the role of posts in the process. It follows that recommendations 
emanating from these reports do not always address the root cause of the 
problem. Consequently, the Department may not be getting full value for the 
resources allocated to the internal audit function. 
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14.212 Professional capability. The Service lacks the professional capability 


and methodology to carry out the operational/compliance audit and program 
evaluation tasks outlined in its mandate. 


14.213 The Service is staffed on a rotational basis by program officers from 
foreign service organizations and on an as-required basis by auditors from the 
Department's Internal Audit Division. The former, who have little background or 
training in auditing or evaluation, are required to examine the programs of their 
own and other departments at the posts abroad. The internal auditors are 


involved primarily in examining such support services as finance and property 
administration. 


14.214 The Service has not developed appropriate criteria or methodology to 
enable its inspectors to carry out their audit and evaluation responsibilities. An 
audit manual, prepared in 1980, is still in draft form; there was no evidence that 
it was being used in performing audits. 


14.215 On joining the Service, the inspectors are not provided with any in- 
house or outside training to help them obtain an understanding of their new 
responsibilities. We were informed after completion of our examination that the 
Service has updated its draft manual and has introduced a training course for 
inspectors, 


14.216 Planning. The Service has not prepared a long or short-term plan to 
meet its audit and evaluation mandate. The only planning done within the group is 
the preparation of a tour schedule which is based on the availability of resources 
and the breakdown of posts into geographical areas, 


14.217 The Service does not prepare a model of the audit universe, rank its 
audit priorities or identify programs and the key systems and controls within 
them. The tour schedule does not define the scope and objective of each 
assignment but simply lists the dates, location and staff for the various tours. 


14.218 Performance standards. The audits done by the Inspection Service do 
not meet the assignment performance standards of the Comptroller General. 


14.219 The audits are not designed to assess the overall system for managing 
foreign programs and operations. Therefore, problems common to a number of 
posts or programs are not identified as such. Each post is treated by the Service 
as a separate entity. The nature and extent of the tests performed are not based 
on a study of the post's major activities and programs or evaluation of the system 
of internal control. Except for the work of the internal auditors, the Service's 
working paper files do not document the audit process; they contain little 
evidence to substantiate the findings contained in reports. The staff engaged on 
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the assignments are inadequately supervised during the planning process and 
during the audit. To the extent that they exist, the working papers are considered 
to be the property of the individual involved in the assignment and are not subject 
to supervisory review. 


14.220 Audit committee. The Interdepartmental Committee, which acts as 
the Service's audit committee, is not providing adequate support and guidance to 
the Service. The Committee has not met in over a year. As a result, the 
Committee has not reviewed the tour schedule and reports of the Service. The 
Service has had to attempt to clarify its own mandate and develop methodology 
and reporting approaches without the benefit of constructive criticism. 


14.221 External Affairs should ensure that its internal audit function is 
organized and operated according to the standards of the Office of the Comptrol- 
ler General. 


The Department agrees. With the active assistance of the OCG, work 
is proceeding with realigning this function to meet the OCG's stand- 
ards, 


14.222 External Affairs should, in conjunction with other foreign service 
departments, determine the role of the Inspection Service, and allocate the 
appropriate resources to it. 


In the wake of the government's reorganization of January 1982 and in 
keeping with the consolidation of foreign service activities, the 
Inspection Service has been integrated into the Department of 
External Affairs and merged with the Internal Audit Division. The 
new organization will have responsibility henceforth for the manage- 
ment, review and audit of all operations of the Department of 
External Affairs, at home and abroad, will be an integral part of the 
responsibilities of the Assistant Deputy Minister (Sector and Corporate 
Planning) and will report functionally to a reconstituted Audit and 
Evaluation Committee chaired by the Under-Secretary of State for 
External Affairs. Measures are being taken to ensure that the new 
unit has appropriate resources and is organized and operated according 
to the standards of the Comptroller General. 


International Trade Development 


14.223 The Trade Development program is headed by an Assistant Deputy 
Minister reporting to the Deputy Minister for International Trade and Inter- 
national Economic Relations. The Trade Development organization comprises six 
Operational units: Defence Programs Branch; Bureau of European Affairs; 
International Marketing Policy Group; Bureau of Latin America and Caribbean 
Affairs; Bureau of Pacific, Asian, African and Middle Eastern Affairs; and the 
Bureau of USA Trade Development. 
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14.224 The program employs approximately 276 people at headquarters in 
Ottawa; another 222 Trade Commissioners and 167 locally-engaged staff are 


employed at 91 posts. For 1981-82, the program had a budget, including salaries, 
of approximately $40 million. 


14.225 The objective of the Trade Development program is to “increase the 
total effective market for goods and services produced by the Canadian 
economy". This is achieved by a variety of methods, including offering financial 
assistance to Canadian businessmen to enable them to become familiar with 
foreign markets and to encourage them to participate in foreign trade fairs and 
missions abroad. 


14.226 The program is delivered by Trade Commissioners at home and abroad 
who provide a wide variety of advice and assistance to government and business. 
One major type of advice is the identification of foreign market opportunities and 
deficiencies in the Canadian approach to these markets. Personnel at head- 
quarters and at posts devote considerable time to assisting in marketing large 
projects, 


14.227 In our audit, we reviewed planning, operational controls and effective- 
ness monitoring and reporting for the program. Three organizational units were 
investigated in depth: the International Marketing Policy Group; the Bureau of 
USA Trade Development; and the Bureau of Latin American and Caribbean 
Affairs. In addition, we examined the Promotional Projects Program across all 
four geographic bureaux. The activities selected are representative of the key 
activities of the bureaux. We chose the priority market plan as a case study of 
one type of marketing activity undertaken by the Trade Development program. 


Planning 


14.228 Planning for the Trade Development program is meant to facilitate 
the determination of what is to be done, how it will be accomplished and who is 
responsible, Although the mission of the total organization -- to expand trade --is 
clear, the objectives of all the organizational units relating to this mission are not 
always stated as precisely as possible. As a result, accountability for planning, 
controlling, implementing and measuring the activities that are undertaken is not 
always clearly defined. 


14.229 We found that the processes for communicating operational plans from 
the posts to headquarters were satisfactory. However, there are problems linking 
activities to objectives and actual effects. Some program objectives are well 
developed; others are implicitly understood by officials rather than documented in 
project files. Informal means of obtaining information prevail and are used to 
guide daily work. 
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14.230 In a complex organization involving the interaction of participants 
who, in some cases, are thousands of miles apart, accountability through common 
understanding of required duties is fundamental to ensure co-ordination and co- 
operation. Within the Trade Development program, accountability for completing 
specific activities falling within single organizational units is well defined. For 
activities involving the interaction of several units at headquarters and posts, 
however, accountability is not well defined. Inadequate accountability is largely a 
result of a failure to identify clearly the roles, mandates and responsibilities of all 
organizational units in relation to each other. 


14.231 To provide guidance to line managers, facilitate evaluation and 
improve accountability of the Trade Development program, senior management 
should ensure that all organizational units have precise objectives, operational 
goals are consistent with strategic objectives, and organizational relationship are 
clearly defined. 


The Department agrees. Points are well taken that officers have 
tended to depend on informal implicit objectives and accountability 
has not "always been clearly defined". Steps have been taken to 
rectify these shortcomings along lines discussed with the AG's repre- 
sentatives, 


Project Selection and Operational Controls 


14.232 Monitoring and control is not consistently applied throughout program 
activities, 


14.233 The headquarters bureaux analyse post proposals for trade devel- 
opment projects to determine potential "pay off" and the relationship to objec- 
tives. However, projects are assessed as received, and approvals continue until all 
funds are spent. Thus, projects of equal or greater merit than those accepted may 
be rejected because of lack of funds. Without an appropriate priority-setting 
mechanism and consistently applied criteria, projects with equal merit may 
receive different consideration. 


14.234 Ranking procedures for Promotional Projects are based on "intuitive 
perceived worth" associated with a specific rating. These ratings are obtained 
from organizational units at headquarters and at posts. Project priority is based 
on aggregate ratings and is approved by a senior management committee. There 
are, however, no uniformly applied ranking criteria between posts and head- 
quarters. Consequently, assurance cannot be given that the final selection of 
projects reflects the highest priority of the Trade Development program. 


14.255 Once approved, projects are pursued at posts and headquarters until it 
is obvious that no further export sales will result. Formal cut-off procedures or 
criteria do not exist. 
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14.236 Trade Development projects are monitored according to the specific 
circumstances of the organizational units and types of projects pursued. Project 
managers monitor short-term projects on an ongoing basis without any inter- 
mediate reporting points. At the time of our audit, project managers prepared 
reports for large projects on an irregular basis with no reference to formal project 
schedules, Since January 1982, the program has required that managers prepare 
quarterly Situation reports for large projects, Progress monitoring for promo- 
tional projects also varies, depending on the organizational units. The net result 
is that monitoring procedures are inconsistent and adequate managerial control 
over the Trade Development Program cannot be assured, 


14.237 The Trade Development program should establish operational control 
procedures for its program activities. 


The Department agrees. Promotional projects (trade fairs and mis- 
sions) priorities are being more fully developed and followed than 
heretofore. The selection process for 1983-84 has been significantly 
improved and is under almost continuous review to bring it closer to 
the standard set in the AG's report. More formal cut-off criteria will 
be instituted to terminate projects when they cease to increase 
exports significantly. 


Effectiveness 


14.238 There are no procedures in place to assess, measure or monitor the 
effectiveness of the Trade Development program. 


14.239 Although reports on the effectiveness of specific trade development 
projects are done, they are not formally required and, if they are submitted at all, 
they are frequently incomplete. No formal evaluations are conducted at the end 
of large projects. In promotional events, evaluations generally assess the physical 
make-up of the presentation and estimate potential sales and participants. 
Program managers know, however, that on-site and follow-up sales tend to be 
inflated, 


14.240 The effects of promotional events or participation in large trade 
development projects are not aggregated and assessed in relation to a particular 
market strategy or to the strategic objectives of the Trade Development program. 
This situation is partly a result of the lack of clarity of objectives across a broad 
range of trade development work activities. Consequently, effectiveness mon- 
itoring of the Trade Development program is not always carried out where 
reasonable and appropriate. 


14.241 The departmental Program Evaluation Group should establish proce- 
dures to assess the effectiveness of the activities of the Trade Development 
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program in relation to its objective of increasing Canadian export trade. The 
results of these evaluations should be reported. 


The Department agrees. This recommendation is valid. Evaluation of 
individual projects has been inconsistent and has not been fully 
aggregated. Its implication will contribute to a better assessment of 
the benefits of the program and strengthen its access to scarce human 
and material resources. The development of an enhanced evaluation 
program directed to the Trade Development Program will be under- 
taken in the reworking of the Department's evaluation function which 
was alluded to in responses to earlier recommendations, 


Priority Market Plans: A Case Study 


14.242 A specific approach to marketing pursued by the Trade Development 
program has been the priority market plan. In the document entitled A Canadian 
Export Strategy for the 1980s, the Canadian Government renewed its commitment 
to expand foreign trade. The program was given the responsibility to identify a 
list of priority market countries and to prepare a series of market plans. Plans 
have been completed for Mexico, Australia and Korea; 12 others are in process. 
The priority market countries are the main focus of Canadian trade initiatives for 
the immediate future. 


14.243 The priority market plan is a major element of all international 
marketing efforts. There are no formally stated objectives, in terms of use and 
users, for the priority market plans. Specific industrial sector groups, which are 
largely responsible for expanding trade abroad, are not the main focus of 
attention. Instead, most of the priority market effort is directed toward other 
government organizations. The Department could not demonstrate that this 
activity would have a direct impact on expanding trade. This approach is typical 
of the Trade Development program's failure to establish organizational objectives 
linked directly to measurable effects on trade. 


14.244 We found that procedures for assigning responsibility and identifying 
resources required to implement the priority market plans were unsatisfactory. 
Both interviews with key officers and documentation indicated ambiguity of 
duties associated with implementing, monitoring and controlling plans after 
completion. These deficiencies in implementation could seriously jeopardize the 
plans' chances of success, 


14.245 In preparing the priority market plans, there are no procedures to 
ensure the validity, relevance, timeliness and completeness of the _ plans. 
Although there are informal controls over preparing the plans, these have not 
been uniformly developed, applied or documented. Because there are no docu- 
mented methodological procedures, acquired knowledge is not maintained in a 
readily accessible format and cannot be used for future international marketing 
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work. Given that appointments in the Trade Development program are rotational, 
this problem is even more pronounced. 


14.246 The program is currently one and one-half years behind schedule in 
preparing the plans; existing plans are scheduled for update after three years, 
The program has not developed compensating mechanisms to inform the Canadian 
export community of altered trade conditions. In a rapidly changing international 
environment, the length of time required to complete the priority market plans 
casts doubt on the usefulness of the information they contain. 


14.247 Priority market plans are currently distributed throughout the 
Canadian export community, but no attempt is made to monitor formally their 
effectiveness in increasing export trade. 


14.248 Procedures for monitoring and collecting information on audience 
response are inadequately developed. The program does not make comparisons 
between the desired response of the audience and the actual response. Conse- 
quently, appropriate corrective action to improve the program's ability to provide 
information cannot be taken. 


14.249 Senior managers should review the priority market plan approach to 
trade development with a view to improving planning, implementation and 
accountability. 


The Department agrees. Much of the criticism leading to this 
recommendation is valid especially the observation that lack of 
resources has delayed plan completion, and hindered their distribution 
and adaptation to the needs and responses of business clients. The 
approach and process will be reviewed. 


Immigration 


14.250 Canada, the United States and Australia are the three nations 
receiving most immigrants in the world today. Immigration to Canada is governed 
by the Immigration Act, 1976 and Regulations, 1978, which deal with both 
immigrants and visitors. Immigration program activities are carried out in 
Canada as well as abroad. 


14.251 Under the terms of the legislation, Immigration involves three main 
activities: selecting and processing abroad of immigrants and visitors (including 
students and temporary workers); controlling non-Canadians who enter and 
establish themselves in Canada; and settling and integrating immigrants in the 
Canadian community. 
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14.252 This section of the chapter deals with the selection and processing 
abroad of immigrants, visitors, special students and temporary workers. The 
activities carried out in Canada under the Immigration Act are reported on in 
Chapter 7, the comprehensive audit report on the Canada Employment and 
Immigration Commission. 


14.253 The policy objectives for immigration include recruiting family 
members (social objective), fulfilling Canada's international obligations to 
refugees and the persecuted (humanitarian objective), and developing a prosperous 
economy (economic objective). Canada received 128,600 immigrants in 1981 -- 
51,000 under the family class, 15,000 under the refugee class and 62,600 as 
independent immigrants. 


14.254 Before Consolidation of the Foreign Service on 1 April 1981, Immigra- 
tion was the sole responsibility of CEIC. As a result of Consolidation, the 
Commission and the Department of External Affairs share responsibility for 
immigration. A summary plan of organization, set out in Exhibit 14.2, describes 
those organizations and their functions. 


14.255 The environment in which External Affairs implements the Immigra- 
tion program abroad is extremely varied. The profile of case load varies from 
posts such as New Delhi, which processes primarily family class immigration, to 
Rome, which processes mainly refugee class immigration, to Birmingham, which 
processes high numbers of selected workers. The pressure associated with posts 
also varies -- some posts experience lengthy line-ups, cope with high incidences 
of fraudulent documentation and respond to many information requests on specific 
cases. Other posts process all applicants easily, rarely having to cope with 
fraudulent documentation or needing to respond to representations. 


14.256 Selecting and processing immigrant applications includes four stages, 
each of which requires proper documentation: application screening; candidate's 
interview by an immigration program officer; health and security examinations; 
and visa issuance. The selection system emphasizes selecting immigrants who are 
likely to adapt to the Canadian way of life and make a positive contribution to the 
economic and cultural development of Canada. External Affairs applies selection 
standards (the point system) to applicants from all parts of the world. Apart from 
members of the family class and refugees, the Department: 


- selects as immigrants those with skills in short supply in Canada; 
- regulates the entry of workers for seasonal or other temporary 
jobs, ensuring that employment opportunities for residents of 


Canada are not adversely affected; 


- admits foreign students who have been accepted at public or 
private institutions in Canada; and 
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FOREIGN OPERATIONS 


IMMIGRATION PROGRAM - SUMMARY PLAN OF ORGANIZATION 
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- monitors millions of visitors who come to Canada as tourists or 
for family, social, cultural or other visits. 


14.257 The audit focused on the management processes to meet the annual 
levels of immigration and those of post immigration operations, including func- 
tional direction from headquarters. Although we did not directly address 
compliance with the Immigration Act and Regulations, we reviewed the adequacy 
of mechanisms in place within CEIC and External Affairs to ensure that the Act 
was irnplemented as intended by Parliament. 


14.258 Our work concentrated on the headquarters unit that develops 
Immigration policy and programs and interprets Immigration legislation and on the 
posts that carry out Immigration programs abroad. 


14.259 We did not review the immigration-related security functions of the 
Royal Canadian Mounted Police nor the immigration-related medical functions of 
the Department of National Health and Welfare. 


Annual Levels of Immigration 


14.260 Immigration level establishment. The Immigration Act, 1976, requires 
that the Minister of the Canada Employment and Immigration Commission present 
to Parliament annually the number of immigrants that the Government of Canada 
deems it appropriate to admit during any calendar year; this number is called the 
annual immigration level. Immigration levels for Canada are developed in 
consultation with the provinces and other appropriate groups and reflect regional, 
demographic and labour market needs. For 1981, the Government established an 
annual level of 130,000 to 140,000 immigrants; for 1982, the annual level was 
established at 130,000 to 135,000 immigrants. 


14.261 In 1981, the Government established a three-year planning cycle and 
established annual immigration levels for 1982, 1983 and 1984. These levels are 
subject to annual reviews and adjustments when necessary. The annual levels are 
divided into three components of immigrants -- family members, refugees and 
selected workers. 


14.262 In 1981, although CEIC came close to meeting the overall level, there 
was a shortfall of 18 per cent in the planned allocated intake of government- 
sponsored refugees. 


14.263 Reporting to Parliament. Although the Annual Report of the Canada 
Employment and Immigration Commission and the Annual Report to Parliament 
on Immigration Levels include statistical data as well as the yearly refugee plan 
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and immigration intake, neither of these reports provided a clear and complete 
picture for 1979 and 1980 on both actual intake and established levels. 


14.264 To ensure complete accountability to Parliament for the Immigration 
Program, the Commission should clearly disclose and report in their Annual 
Report to Parliament on Immigration Levels the effect of any adjustments made 


during the year on the established annual immigration level and the actual 
immigration intake. 


The Canada Employment and Immigration Commission agrees with the 
need to ensure accountability and to provide a complete report of 
annual immigration intake in relation to planning levels. Details of 
planning figures and actual immigration are provided in successive 
Annual Reports to Parliament on Immigration Levels. The Com- 
mission will continue its efforts to improve the presentation of 
information to Parliament. 


Management Processes 


14.265 Annual immigration levels and their components flow from immigra- 
tion objectives found in the Immigration Act and serve as elements of the 
Commission's strategic plans. The levels and their components are one means by 
which the Commission is held accountable by Parliament. Thus, adequate 
management processes to meet the levels are important in meeting immigration 
objectives and assuring accountability. There are four important aspects of these 
management processes: 


~ the targets model and system; 
- the management information systems; 
- resourcing to meet immigration levels; and 
- responding to Canadian economic and employment needs. 
14.266 The importance of adequate management practices has increased in 


light of the recent economic downturn and associated reduction in immigration 
which affect the immigration system. 


14.267 The targets model and system. To translate annual immigration levels 
into operational plans for posts abroad, the Commission developed a system of 
monthly targets for processing immigration applications at each post. 


14.268 In a public information document issued in March 1982, the Com- 
mission stated: 


497 


Foreign Operations 


The targets concept was considered as a way to develop gradually a 
workable system of managing and monitoring overseas immigration 
processing. This is a necessity given the requirement for meeting pre- 
determined immigration levels each year. 


This system was introduced in 1981, substantially revised for 1982 and is 
undergoing further review for 1983. 


14.269 In our opinion, this concept of targets appears to be useful for planning 
and controlling activities to meet immigration levels and objectives; however, 
there are limitations and weaknesses in the present procedure and method of 
implementing this concept: 


- targets are based on historical post output rather than the output 
required to meet the annual level and its components; 


- targets provide no guidance on meeting the components of the 
levels, because post targets are not broken down by component; 


~ targets are provided in terms of applications processed at the 
post while immigration levels are expressed in terms of indivi- 
dual landings in Canada; thus, different units of analysis could 
lead to inaccuracies in predicting landings from targets; 


- targets are not broken down by immigration and non-immigration 
(visitors, temporary workers and students) workload; thus, they 
provide limited quidance to the program managers on balancing 
post human resource utilization; 


- certain assumptions in the target model related to productivity 
and backlogs do not reflect reality at some posts we audited; and 


- the impact of non-immigrant workload within the target model is 
based on judgement rather than available hard data. 


In light of these factors, some managers at posts do not believe that the targets 
are credible. Some posts do not readily know what their monthly targets are and 
are not monitoring their immigration processing activities to ensure that their 
targets are being met. Moreover, feedback on meeting targets sent from 
headquarters to the posts arrives much too late to be useful. As a result of the 
deficiencies in the targets model and the situation at certain posts, meeting the 
individual post targets will not necessarily result in meeting the overall immigra- 
tion level or the components thereof. 


14.270 Senior immigration program managers of the Commission informed us 
in September 1982 that they consider that post targets are established as a 
measure of post efficiency rather than as a management planning process to meet 
the annual immigration level and components of it as established by the 
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Government. The Commission maintains that the main management tools it uses 
to meet the annual levels are monitoring of the family class, intake controls such 
as the Occupational Demand Area Report (ODAR), variation in the points system, 
and refugee quotas. We are concerned about this position because of the 
problems, explained later in this chapter, related to ODAR and the information 
system which monitors immigration processing overseas, Furthermore, since 
Consolidation, the delivery of the immigration program abroad, and thus the 


me eniensy at posts, is primarily the responsibility of the Department of External 
Affairs. 


14.271 We consider that the accountability of program managers is related to 
meeting government levels or strategic plans that flow from immigration objec- 
tives found in the Immigration Act. Consequently, there is a need to link 
strategic and operational plans, or levels and targets. Levels and targets should 
not be considered as quotas or limitations in immigrant intake but rather as a 
means of planning and managing the immigration system. 


14.272 The Canada Employment and Immigration Commission and the Depart- 
ment of External Affairs should modify the system of monthly targets to reflect 
the established level and its components and to provide guidance to program 
managers at posts to make the most efficient use of human resources. Actual 
data should be used to replace assumptions and judgements where feasible. 


The Canada Employment and Immigration Commission disagrees with 
the Auditor General's recommendation that post targets be used in an 
effectiveness context to raise and lower both overall and component 
immigration to Canada. The Commission supports its position on 
statistical grounds and on the fact that a system containing the 
elements identified by the Auditor General would amount to de facto 
discriminatory country quotas. Targets are used to achieve processing 
efficiency at posts and are based on actual data, provided at the finest 
level of resolution that can be statistically supported. 


14.273 Management information systems. There are two key management 
information systems used by headquarters personnel to monitor the achievement 
of annual immigration levels and components. The first monitors the various 
stages in processing immigrant applications abroad, thereby providing information 
to management on the number, profile and status of cases in process. The second 
system, which is accurate and timely, reports the number of immigrants landed in 
Canada after receiving their visas abroad. 


14.274 The information produced by the first system (monitoring of 
immigrant processing abroad) is not timely. Reports on immigrant processing 
abroad are often not available until three or four months after the activity has 
taken place at the post. This delay can be attributed to the length of time taken 
to send information to Canada from foreign countries and to data entry delays at 
headquarters. 
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A ey Timely information on operations abroad is especially important, 
because Management needs current and reliable data upon which to base decisions 
and assess trends in order to: 


- monitor immigration processing abroad to ensure that the annual 
level and components are achieved; 


- prepare the next year's report to Parliament on annual immigra- 
tion levels; and 


- refine the targets model and revise post targets for the following 
year. 


Two recent situations demonstrate the effect of not having timely information. 
In April 1982, the Commission announced an immediate curtailment in processing 
a certain category of immigrants abroad. In addition to the Canadian economic 
and unemployment situation, one of the reasons for such abrupt action was that 
sufficient cases were in process at posts in April to meet one component of the 
1982 annual immigration level without accepting any new cases. This action 
resulted in some posts having a sizeable portion of their work unexpectedly 
reduced. Had the information system on operations abroad been more timely, this 
situation could have been detected earlier and appropriate corrective action could 
have been taken sooner. Similarly, more timely data regarding refugee processing 
abroad would have warned CEIC earlier of the impending 18 per cent shortfall in 
the 1981 refugee component, thus allowing the Commission to make adjustments 
sooner than it did. 


14.276 The Canada Employment and Immigration Commission should ensure 
that its management information system for monitoring immigrant processing 
abroad is timely. 


The Canada Employment and Immigration Commission agrees with the 
Auditor General that timely information is important and manages its 
information systems on a cost-effectiveness basis consistent with the 
need to manage overall and component levels of immigration to 
Canada and to monitor on-going programs. 


14.277 Resourcing to meet immigration levels. A number of factors, some 
beyond the control of the Commission, have caused annual immigration levels to 
fluctuate significantly from one year to the next. These annual variations in 
levels pose a major challenge to ensuring that the program is responding 
economically and efficiently to changes in levels. 


14.278 Since the immigration activities at the post are labour intensive, the 
main consideration in ensuring economic and efficient delivery of immigration 
services is the number of personnel involved and their productivity. Although 
immigration levels change from year to year, it is not possible to rapidly increase 
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or decrease the complement of foreign service immigration officers accordingly. 
The three-year approach to planning immigration levels attempts to minimize the 
impact of these annual changes. External Affairs used the levels as a basis for 
resource determination for the three-year planning period and succeeded in 
getting the additional resources required for 1982. However, because the three- 
year planning approach is new and subject to periodic revision, it is not currently 
Se atonat base for determining the optimal number of foreign service immigration 
officers, 


14.279 There are a number of ways in which periods of high immigrant volume 
can be handled without permanently increasing the number of immigration foreign 
service officers. These alternatives include expanded use of practices now in use 
at some posts, such as increased delegation to locally engaged staff in tandem 
with expanded supervisory responsibilities for foreign service immigration 
officers, increased use of roving teams, single assignments and temporary 
transfers between various foreign service streams. 


14.280 The Department of External Affairs should ensure that posts use the 
most economic and efficient means of coping with periodic variations in annual 
immigration volume. 


The Department agrees. The Department of External Affairs will 
continue to utilize all of the techniques mentioned in the Report, 
within the parameters of cost efficiency and resource availability. 


14.281 Responding to Canadian economic and employment needs. The 
Immigration program must respond to economic and employment conditions in 
Canada. Forty-five per cent of all immigrants to Canada enter the labour force; 
many of these are selected on the basis of the extent to which their skills meet 
labour market needs. Accordingly, posts require current information on the 
occupational needs or demands of the Canadian economy. Immigration officers 
abroad could then adjust, guide and control the selection and processing of 
applicants in light of that information. | 


14.282 The main mechanism currently used to provide the posts with informa- 
tion on the occupational needs of the Canadian economy is the Occupational 
Demand Area Report (ODAR). ODAR does not reflect national occupational 
changes quickly. Also, it does not provide the posts with Canadian regional or 
local occupational demand information that the posts use as one selection 
criterion; the certified employment offers from Canada address local needs. 


14.283 When ODAR recognizes the absence of domestic sources of labour 
supply, posts use this information in selecting immigrants. However, management 
information systems are not precise enough to monitor and regulate the resulting 
number of immigrants issued visas abroad, nor do they provide a timely indication 
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that the need has been filled. Thus, there is the possibility that immigration could 
contribute to Canadian labour market surpluses, 


14.284 To ensure that immigration is in tune with current economic and 
employment conditions and to guide and control the selection of immigrants 
abroad, the Canada Employment and Immigration Commission should develop 
systems that reflect Canadian national and regional occupational needs accurately 
and promptly. 


The Canada Employment and Immigration Commission has in place 
distinctly separate but complementary systems to identify national 
occupational needs in support of domestic labour market priorities and 
to address more immediate regional and local imbalances. In addition, 
the Commission is reviewing proposals aimed at strengthening direct 
matching, the principal tool for meeting local skill shortages, and fine 
tuning the flow of immigrants to occupations where national labour 
demand outstrips domestic supply. 


Functional Direction and Supervision 


14.285 With Consolidation, External Affairs assumed responsibility for 
delivering the Immiaration program abroad, and CEIC retained responsibility for 
the functional direction and supervision of the program. The exercise of 
functional direction and supervision is intended to ensure the intearity of the 
Immigration program, consistency in its application throughout the world and 
adherence to the Immigration legislation. 


14.286 Functional direction. To carry out its functional direction responsi- 
bilities, CEIC provides posts with a set of immigration quidelines. We noted 
difficulties in implementing some of these abroad, specifically with regard to the 
Foreign Household Domestics Program and procedures to allow entry of 
immigrants to Canada before security clearance has been completed. We found 
inadequate consultation between CEIC and External Affairs to ensure that the 
operational implications of guidelines are taken into account before they are 
disseminated. 


14.287 With two departments jointly responsible for meeting the Immigration 
program objectives, it is essential that co-operation between CEIC and External 
Affairs be increased and sustained. 


14.288 The Canada Employment and Immigration Commission and the Depart- 
ment of External Affairs should improve interdepartmental consultation in 
respect to developing and implementing immigration guidelines. 


The Canada Employment and Immigration Commission aqrees with this 
proposal, The Canada Employment and Immigration Commission and 
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the Department of External Affairs are actively considering several 
systems for improving interdepartmental consultations in regard to the 
development and implementation of immigration guidelines. 


14.289 Functional supervision. CEIC should be expected to rely on analyses 
of data coming from posts and audit and inspection services to carry out its 
functional supervision responsibilities, 


14.290 The Immigration program abroad generates a large volume of data; 
however, CEIC does not regularly and consistently analyse certain key indicators 
to assure compliance with the Act, adherence to established methods and 
procedures and identification of trends related to immigration levels. For 
example: 


- Posts are permitted to use discretion in qualifying independent 
class applicants. A recent analysis by External Affairs revealed 
that the use of discretion had increased by approximately 25 per 
cent between 1979 and 1981, representing 16 per cent of 
successful independent cases in 1981. Although this information 
is reported by the posts, it was not systematically reviewed by 
CEIC between 1979 and 1981. 


- The use of Minister's permits, which can be used to allow 
otherwise inadmissable persons to Canada, is not regularly and 
systematically analysed. 


- CEIC has not regularly analysed post standards for acceptance of 
immigrant applications to assure consistency among posts in 
considering applicants. Standards vary from post to post. 


14.291 Discussion during Consolidation did not result in an agreement on the 
nature and extent of CEIC involvement in the audit and inspection of program 
delivery outside Canada. At the time of our audit, formal agreement still had not 
been reached. Furthermore, earlier sections of this chapter identified the serious 
limitations of existing Inspection Service reviews. 


14.292 The Department of External Affairs and the Canada Employment and 
Immigration Commission should reach agreement on the arrangements that will be 
put in place so that the Commission can exercise proper functional supervision 
over the Immigration program. Once in place, these management and other 
control mechanisms should be used to ensure adherence to established programs, 
methods and procedures. 


The Canada Employment and Immigration Commission agrees with this 


recommendation. The Canada Employment and Immigration 
Commission and the Department of External Affairs are reviewing 
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proposals regarding mechanisms by which improved functional super- 
vision can be realized and to ensure adherence to established pro- 
grams, methods and procedures. 


Visa Control 


14.293 The immigrant visa is the most important document in the immigra- 
tion process. CEIC has issued policies to the posts for preparing and controlling 
visas. However, the Commission does not monitor adherence to the policies. 
Some posts are not adequately controlling the use of visas or case serial numbers. 
Blank visas have substantial monetary value in illegal circles in some parts of the 
world; one lost blank visa form can be used to generate numerous illegal copies. 


14.294 We also found that, as of May 1982, 13,000 visas, representing 
immigrants who had landed in Canada during the previous 18 months, did not 
match the source data of immigrants processed abroad. In July 1982, subsequent 
to our findings, the Commission analysed a random sample of 100 unmatched 
landing records and has been able to account for all of them. However, 
reconciliation of such important data has not been conducted regularly; the last 
reconciliation was in January 1981, and it was incomplete. Such analyses would 
provide a means of detecting potentially illegal immigration as well as ensuring 
that immigration data on file are accurate. 


14.295 The Canada Employment and Immigration Commission and the Depart- 
ment of External Affairs should establish more effective control over visas at the 
posts, and regular monitoring and reconciliation procedures covering landed 
immigrants’ records. 


The Canada Employment and Immigration Commission monitors adher- 
ence to its visa control policy by randomly and periodically requesting 
and reviewing copies of the posts' and Canada Immigration Centres' 
control logs covering specified periods. 


The two Departments concerned agree with this recommendation. The 
Canada Employment and Immigration Commission has_ instituted 
improved procedures regarding control over visa forms. It is also 
investigating a procedure that, subject to resource constraints, would 
determine through periodic sampling the validity of landed immigrant 
records which are unmatched to processing documents. The Depart- 
ment of External Affairs has sent instructions to all posts reminding 
them of the control requirements for key forms. The Inspection 
Service has been requested to review this aspect of post operations 
regularly. 
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Post Operations 


14.296 Immigration operations differ substantially in both substance and 
volume from post to post. Although immigration management practices at posts 
are often informal and procedures undocumented, we found that they are 
appropriate for local conditions. We did note the absence of work standards or 
other measures of efficiency at the posts. The duration of processing activities 
between receipt of application and issuance of visa has doubled in the period 
1979-198). 


14.297 External Affairs and the Canada Employment and Immigration Com- 
mission have recognized opportunities to improve the efficiency of processing 
activities abroad. A Post Processing Efficiency Task Force to streamline 
immigrant and visitor visa processing was established in November 1981, involving 
CEIC, External Affairs and the Treasury Board Secretariat. Some of the issues 
have already been studied by the Task Force, and recommendations have been 
drafted for Cabinet consideration. The study of other key issues is incomplete. 
External Affairs informs us that these latter issues will be reported upon by the 
autumn of 1982. 


Cost Recovery 


14-298 Immigration and visitor services abroad are provided without charge 
by the Canadian Government. Some of these services include processing 
immigration visas and visitor visas and permits. The Treasury Board Guide on 
Financial Administration states that the cost of services rendered at the option 
and specific request of identifiable individuals should be borne by them. A 
number of countries, including the United States and Australia, charge users for 
some or all of the immigration and visitor services they provide. External Affairs 
currently charges for a number of consular services provided abroad, such as 
administering oaths, attesting to execution of documents and authenticating 
signatures. It also charges Canadian citizens for passports. 


14.299 If a rate similar to that charged by the United States had been applied 
to the 1981 family class and independent immigrants, approximately $11 million in 
revenue would have resulted. 


14.300 The Commission should study the feasibility and desirability of 
recovering costs of services provided. 


The Commission agrees with this recommendation. 
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Office of 
Che Under Secretary of State 
for External Affairs 


Gahinet du 
Sous-Seerstuire » Etat 


sux Affuires exteriveures 


Ganadn 125 Sussex Drive 
Ottawa KIA OG2 


September 28, 1982 


Mr. Kenneth M. Dye 
Auditor General of Canada 
240 Sparks Street 

Ottawa, Ontario 

K1A OG6 


Dear Mr. Dye: 


imaniwriting) tosyoukin respectvof the audi tiof 
the Department of External Affairs which you have just 
completed and which will be incorporated in your 1982 
Report. 


While our formal responses to the recommenda- 
tions in your Report reflect the fact that we do not 
take zssue with most if not all of your findings, I think 
it is incumbent upon me to provide some more general 
comments regarding this Department by way of providing a 
context within which your Report should be viewed. 


Thegfirstrpointri- might? make is thatersthink 
it is generally accepted that, despite the shortcomings 
listed in your Report, the Department's foreign policy 
formulation and coordination role has been effectively 
discharged. In this respect I might refer to a comment 
which was made in another recent and in-depth study of 
the Department of External Affairs and the Foreign Service, 
the McDougall Royal Commission on Conditions of Foreign 
Service, wherein it was noted that: "...the foreign 
service has been managing international relations for 
years - and in the great majority of cases doing very well 
under sometimes difficult and extraordinary circumstances.' 
T-sayithat .in-the-belief that it. is important, that,,in 
addressing the shortcomings we do not neglect or forget 
the positive aspects of the Department. 


To a large extent, as was noted in the McDougall 
Royal Commission Report, a good many of this Department's 
difficulties stem from the fact that it previously lacked 
both the requisite structures and mandate to meet all of 
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its various responsibilities and objectives - i.e., policy 
formulation, coordination, program delivery and the provi- 
sion of an array of general services - in a manner which 
was consistent with the dictates of optimal management 
exigencies. Moreover, during the period covered in your 
audit the Department was required to discharge its various 
responsibilities in a particularly turbulent period in 
terms of a rapidly evolving public service management 
environment. In many respects the Department has faced in 
the past several years what might be termed an administrative 
revolution, particularly in the areas of personnel manage- 
ment, (an especially critical area for an organization such 
as External Affairs), and the policy and planning require- 
ments flowing from the Policy and Expenditure Management 
System. While its response to these changes has not been 
universally effective, I think that in some areas it 
responded with imagination and skill given the magnitude 
and complexity of these changes. 


In considering your report, I think 1t 1S importante 
that the reader bear in mind that the Department of External 
Affairs which was the subject of your audit is not the 
organization which it is today. The government's reorganiza- 
tion in January 1982 together with other associated develop- 
ments has had a profound and radical effect on the 
Department of External Affairs in terms of its mandate, 
Operations and structures. These changes merit some brief 
consideration here given their significance for the Depart- 
ment and, more specifically, in respect of the problems 
identified in your audit report. 


The Department's mandate has been revised and 
formalized in the proposed Department of External Affairs 
Act which is included in Bill C-123 which was tabled in 
the House of Commons by the Prime Minister on June 30 of 
this year. This marks the first significant legislative 
development in respect of the Department's authority within 
the last 70 years and will, if passed, endow the Department 
with a much welcomed clarity of purpose and authority. 
Similarly, the Department's authority has been much clarified 
and strengthened by the completion of the consolidation of 
the Foreign Service, through the transfer of the Trade 
Commissioner Service, and the incorporation of the trade 
policy and trade development functions of the Department 
of Industry, Trade and Commerce. 
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An intended result of the government's re- 
organization has been a radical reconfiguration of the 
Department's management structure and organization. This 
Process, particularly as it concerns the Department's 
organization at senior management levels, has been 
endorsed by Treasury Board Ministers. Although this process 
has not been completed many of the major steps involved 
have been taken. Foremost amongst these has been the 
establishment of three Assistant Deputy Minister positions, 
the incumbents of which will be reporting directly to me, 
which will bear a major burden of the changes to be made 
in the Department's management system and processes. One 
of these officers will have responsibility for all aspects 
of the personnel function, including the management of the 
foreign service, locally-engaged personnel abroad and the 
administration of the Foreign Service Directives. The 
second officer will bear responsibility for management and 
services (including financial/management, physical resources 
and telecommunications), and the majority of our program 
activities such as consular, immigration and public affairs. 
The third position at this level will oversee the planning, 
resource allocation, audit and evaluation functions of the 
Department. I consider that this new structure, which 
establishes an appropriate recognition of the Department's 
policy, program and management responsibilities, provides 
us with the required organizational framework with which to 
effectively manage this new Department. 


Finally, as an integral part of the organization 
of the Department, there has been instituted a complete 
assessment and, where necessary, revision of management 
systems and procedures. In this regard the Department will 
have developed and, in some instances, implemented a complete 
Management plan for the Department by the end of the current 
fiscal year. In doing so, we will be guided by, amongst 
other things, the recommendations you have set forth in 
MoureReport. 9 In fact, I think that it 1s quite: accurate 
to state that in some areas a good deal of progress has 
already been achieved. 


As you will note from the foregoing comments we 
have to digest a great deal of change and have yet to fully 
develop to the logical conclusion of all the varied aspects 
of this new Department. I am confident, however, that ehis 
will be done and that it will be done well and in a timely 


fashion. ; 
Yours Sincerely, 


é 
f f 


i hee 


7 G.F. Osbaldeston 
Under-Secretary 
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Introduction 


15.1 This chapter reports on four types of matters: 


- observations under section 7 of the Auditor General Act on 
matters raised for the first time that are not included elsewhere 
in this Report; 


~ observations under section 7 of the Auditor General Act on 
matters raised in previous annual Reports; 


- a report under section 11 of the Auditor General Act on our 
continuing review of the Oil Import Compensation Program; and 


- observations on the financial statements of departmental 
accounts. 


Observations Under Section 7 on Matters Raised for the First Time 


ays Department of Energy, Mines and Resources - Acquisition of Petro- 
fina Canada. In 1980, the Government announced "The National Energy Program" 
in which it stated that "the Government of Canada intends to acquire several of 
the large oil and gas firms." Further, the Government established: 


a Canadian Ownership Account, to. be financed by special charges on 
“all” oil and gas consumption in Canada: to be used solely to finance an 
increase of public ownership in the energy sector. ave 


mang 


On 23 April 1981, the Government presented a Ways and Means motion 
to amend the Petroleum Administration Act with the purpose of providing for "the 
imposition of Canadian ownership special charges and taxes to finance an increase 
in the Canadian public ownership of the oil and gas industry in Canada...." 


Vote 5C of the Supplementary Estimates, (C) 1980-81, provides the 
authority for "the share purchase of and property acquisition from Petrofina 
Canada Inc., by Petro-Canada, (not to exceed 1.7 billion dollars which includes the 
interim financing costs)." 


In an agreement effective 31 December 1981 between the Government 
of Canada and Petro-Canada, Petro-Canada agreed to provide the Minister of 
Energy, Mines and Resources with "Acknowledgements of Indebtedness" for the 
moneys remitted to Petro-Canada from the Canadian Ownership Account. The 
agreement further states that Petro-Canada will issue common shares, each 
having a par value of $100,000, on 31 March of each year to extinguish the 
indebtedness of Petro-Canada to the Minister. 
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Canadian Ownership Account Transactions. We audited transactions in 
the Canadian Ownership Account (COA), which forms part of the Public Accounts 


of Canada. The following table summarizes the financial transactions in the COA 
for the period 1 July 1981 to 31 March 1982: 


Receipts 


Petroleum and Petroleum 
Products $ 567.7 million 
Gas and Gas Liquids ZDNBAT 


786.4 


Payments 


To Petro-Canada regarding 
Petrofina Canada Inc. 
acquisition FLOSS 


$ 75.5 million 


Weakness in Managing Public Funds. We would have expected that the 


parties processing and authorizing such an expenditure would have available an 
evaluation of the entity to be purchased, including: 


~ its value in relation to price; 
- alternate strategies considered in acquiring the entity; 


- the implications of such a purchase to the effective purchaser 
(the Government of Canada); and 


~ the means of financing the purchase. 


Also, one would expect a formal plan for, or a report on, a post-evaluation of the 
assets acquired to ascertain that value for money was received. 


To fulfil our responsibility as auditor of the accounts of Canada, we 
requested from the Department of Energy, Mines and Resources and responsible 
central agencies documentation demonstrating that due regard was given to 
economy in the acquisition process and that reasonable value was in fact received 
for money expended. As well, we sought explanations of the events leading up to 
the loan transactions, including an examination of the role of the Department of 
Energy, Mines and Resources, Petro-Canada and others. 


Senior management in the Department of Energy, Mines and Resources 
informed us that, because Petro-Canada was the vehicle used to identify, 
evaluate, negotiate and recommend the acquisition of Petrofina Canada Inc., the 
Department was not responsible to ensure that value for money was or had been 
achieved. It had not carried out any such analysis and had no documentation 
available for audit. In their view, Petro-Canada had made the acquisition and was 
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thus responsible for doing any necessary analysis and evaluation. Departmental 
management viewed any review by the Department as inappropriate second- 


guessing of a Crown corporation decision. The role of departmental managers 


consisted only of providing advice to the Minister on the consistency of the 
proposal with the Canadianization policy. They explained that this was due to the 
fact that the agent for this transaction was Petro-Canada and, in keeping with 
their view of the arm's length nature of relations between departments and Crown 
corporations, departmental management was not asked to advise on the substance 
of Petro-Canada's analysis. 


Although Petro-Canada's available expertise would be valuable in an 
analysis of this kind of acquisition, exclusive reliance on the corporation could 


effectively remove any overall accountability for such expenditures of public 


funds. 


Although certain documentation has been provided to us by the 
Department, we have not received supporting evidence relating to the advice 
given to ministers on such considerations as the value of the assets acquired in 
relation to price or alternative acquisition and financing mechanisms. 


In the absence of such information, we are unable to ascertain that 
due regard to economy has been demonstrated or achieved in respect of a 
transaction that has advanced $711 million out of an eventual $1.7 billion to a 
Crown corporation. 


It is our view that there is a serious weakness in the management of 
public funds when departmental and central agency officials have had no respon- 
sibility to ensure that due regard to economy is demonstrated and value for money 
is achieved, in respect of a transaction that has advanced $711 million out of an 
eventual $1.7 billion to a Crown corporation. The relationship of Crown-owned 
corporations and departments of government in terms of management account- 
ability and control is discussed in Chapter 2 of this Report. During our 
comprehensive audit of the Energy Sector of EMR in 1982-83, we will continue 
our investigation into this matter. 


52> Department of Energy, Mines and Resources - Inadequate management 
controls over payments totalling $285.3 million under four major energy programs. 
The Department of Energy, Mines and Resources (EMR) is responsible for four 
major energy programs under which payments totalling $285.3 million have been 
made during 1981-82. In three of the programs, claimants are paid by an agent 
appointed by EMR. In the remaining program, claimants are paid by EMR based 
on information supplied by a number of other agents. In our view, EMR did not 
exercise adequate financial and operational controls over its agents who are 
involved in the delivery of these energy programs to provide assurance that the 
provisions of agency agreements were complied with and the objectives of the 
programs were met. 


The four energy programs are the Home Insulation Program (HIP), the 
Canadian Home Insulation Program (CHIP), the Gas and Electric Conversion 
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Assistance Program (GELCAP), and The Renewable Energy Conversion Assistance 
Program (RENCAP). 


CHIP and HIP commenced in 1977 as programs administered by 
Canada Mortgage and Housing Corporation (CMHC). The two programs are now 
included in EMR Votes 35 and 40 respectively. As of 1 April 1981, EMR assumed 
responsibility for these programs. CMHC, under the terms of an agreement 
between EMR and CMHC dated 28 July 1981, continues the delivery aspects of 
these programs. 


RENCAP was announced in October 1980 for commencement 1 April 
1981. The delivery of this program is also administered by CMHC under an 
agreement with EMR. 


GELCAP started 1 April 1981 and is included in EMR Vote 45. 


Under HIP, CHIP and RENCAP, individuals apply for contributions to 
the Canada Mortgage and Housing Corporation (CMHC). Periodically, EMR 
advances funds, based on estimated claims to be paid, to CMHC which, in turn, 
pays claimants. Under GELCAP, individuals apply for contributions to utility 
companies which review and approve applications received. Approved applica- 
tions are sent to a computer company which produces and forwards to CMR a 
computer tape containing information that the Department uses in paying 
claimants. 


To satisfy itself that the provisions of the agency agreements are 
being complied with and the objectives of the programs are being met, EMR has 
the right to audit records maintained by its agents. For HIP, CHIP and RENCAP, 
we noted that EMR had not conducted any audits in respect of funds advanced to 
CMHC totalling $173.3 million. 


For GELCAP, EMR also has the right of audit, and we noted that EMR 
had conducted audits of only two small utility companies that accounted for 
approximately 12 per cent of the $112 million payments made under the Program. 
We also noted that EMR could not audit Quebec Hydro, a large utility company 
accounting for $35 million of GELCAP payments, because, as yet, the agency 
agreement had not been signed. 


In the management of such programs, we found that EMR's informa- 
tion requirements of its agents could be improved. Information that we would 
have expected EMR to obtain from its agents to assist in the management of 
these agreements and these related programs would have included: 


- inspection documentation to adequately support claimant contri- 
bution expenditures; 


- reports on the incidence of and the follow-up action taken 


pertaining to problems identified from inspections and contribu- 
tion processing; 
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~ from CMHC, reports on the status of refunds due EMR in respect 
of claims paid in error or improper claims; and 


- from CMHC, reports accounting for the use of funds advanced by 
EMR to finance payment of claims. 


We also noted that, at 31 March 1982, EMR had advanced approxi- 
mately $17.5 million to CMHC in excess of the funds required by CMHC for 


payment of claims received. This amount was returned to the Department by 
CMHC subsequent to 31 March. 


We recommend that EMR take immediate action to improve its 
management and information processes, 


We have been informed by EMR that arrangements are now being 
made to improve the Department's management of the agreements pertaining to 
these programs. 


15.4 Department of External Affairs (CIDA) - Inadequate financial controls 
Over advances to contractors and suppliers. Although advances made to con- 
tractors and suppliers by the Canadian International Development Agency (CIDA) 
are substantial, ($68.4 million outstanding at 31 March 1982) financial controls 
exercised by the Agency are, in our view, inadequate. 


According to Treasury Board rules and regulations, accountable 
advances may be authorized only if disbursements are urgently required and 
normal payment facilities are either not practical or not immediately available. 
Advance payments may also be made before work is performed if specifically 
authorized under the terms of a contract. 


The Government rules and regulations concerning accountable 
advances and advance payments have been developed with a view to encouraging 
sound financial management practices. They require that advances be neither 
excessive nor used for long-term financing. They also require that an advance 
should be provided only on the basis of documented cash flow requirements and 
for a period not exceeding three months. They further require that advances 
should not be made close to the end of a fiscal year if related expenditures are 
not likely to be incurred until the following fiscal year. Finally, for CIDA, 
Treasury Board approval is required for all accountable advances exceeding 
$250,000, although no such specific prior approval is needed for advance payments 
made under the terms of a contract. 


The following are examples of weaknesses in financial control 
identified during our audit: 


- Late in 1981-82, nine accountable advances totalling $8 million 
were paid and charged to expenditure in that fiscal year. The 
supporting documents we examined indicated that these 
advances were not immediately required, and thus should not 
have been paid and charged to expenditure until the 1982-83 
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fiscal year. As a result, funds which would otherwise have 
lapsed in 1981-82 were made available to the project in that 
year. 


- We noted four cases where advance payments, totalling $23.5 
million, provided long-term financing under the terms of related 
contracts, contrary to Treasury Board rules and regulations. For 
example, in one three-year contract, an amount of $4.5 million, 
representing 50 per cent of the value of the contract, was 
advanced in 1980 and is being accounted for by the recipient 
over the life of the contract. In a five-year contract, an amount 
of $12.5 million was advanced and is also being accounted for by 
the recipient over the life of the contract. 


- At 31 March 1982, an amount of $9.6 million remained out- 
standing in respect of advances made during the period March 
1978 to August 1980. Although these advances have been out- 
standing for much longer than three months, documentation 
relating to their use by the recipients was not available within 
CIDA, indicating a lack of adequate monitoring by the Agency. 
Similarly, in two cases, accountable advances totalling $1.6 
million had been provided without supporting cash flow state- 
ments or appropriate expenditure statements accounting for 
previous advances. 


- In two other cases, although Treasury Board authority for 
advances exceeding $250,000 had been obtained, the revised 
authority limits had been exceeded in the aggregate by $1.2 
million. 


We are also concerned that, in a number of the instances noted above, 
the Agency had conferred economic benefits on contractors and suppliers without 
giving adequate consideration to the cost of financing the funds advanced in this 
fashion. 


13.2 Department of External Affairs (CIDA) - Inadequate management and 
financial controls relating to a development project in Haiti. In 1973, the 
Canadian International Development Agency (CIDA) initiated an integrated rural 
development project in Haiti. This project, known as DRIPP (Développement 
Régional Intégré de Petit-Goave 4 Petit-Trou-de-Nippes), encompassed several 
small scale projects in various economic and social sectors such as agriculture, 
health services and education. The project was jointly managed by CIDA and the 
recipient country and had an approved funding of $29 million. Although the need 
to improve project control had been identified in 1975, it was in August 1981 that 
CIDA restructured the project and introduced major elements of managerial 
control. In November 1981, after spending approximately $22 million, this project 
was terminated because of the continuing inability of the Government of Haiti 
and the Government of Canada to arrive at a mutually satisfactory understanding 
regarding management and control arrangements acceptable to the Canadian 
Government, 
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A post-termination audit, conducted in 1982 by the Audit Services 
Bureau (ASB) of the Department of Supply and Services at the request of CIDA, 
revealed significant project management weaknesses in the DRIPP project. The 
audit also revealed that financial control procedures over approximately $14 
million of disbursements for local costs had broken down. The responsibility for 
maintaining financial control over these disbursements was shared between 
officials of CIDA and the Canadian Department of External Affairs in the 
recipient country. 


In a detailed examination of all transactions covering approximately 
$2.9 million of disbursements for local costs during the period February 1981 to 
January 1982, ASB auditors identified fraudulent payments of US $110,664 and 
suspect that additional payments amounting to US $127,513 may also be fraudu- 
lent. The Agency has reported fraudulent payments of US $110,664 (Canadian 
$136,150) in the Public Accounts of Canada as required by section 98(3) of the 
Financial Administration Act. 


The audit examination was extended to cover transactions prior to 
February 1981 and revealed that, for $1.7 million of the total local costs disbursed 
of $11.1 million in this period, the majority lacked proper authorizations and 
supporting documentation. However, because of a number of constraints, such as 
documents held by the recipient country not being available to ASB auditors and 
lack of accessibility to project staff and sites, the overall magnitude of fraud over 
the life of the program could not be fully established. 


15.6 Department of Public Works - Failure to recover expenditures from 
the Canada Post Corporation. On 16 October 1981, the Canada Post Corporation 
(CPC) began operations and took over administration and control of certain 
government-owned properties from the Department of Public Works (DPW). In 
the period 16 October 1981 to 31 March 1982, DPW incurred operating and 
maintenance expenditures of $61,319,000 in respect of these and other properties 
occupied by CPC. However, DPW did not recover these expenditures from CPC. 
We noted that DPW commenced recovery from CPC of expenditures incurred 
subsequent to 31 March 1982. 


25. Department of Public Works - Failure to control vote netting as 
directed by Treasury Board. Treasury Board policy requires that when Parliament 
grants authority to expend revenues received (vote netting), the amount of such 
revenues that may be expended shall not exceed 125 per cent of that forecast in 
the Estimates without specific Treasury Board approval. 


For Department of Public Works (DPW) Vote 10, Accommodation - 
Operating Expenditures, Treasury Board further directed that the authority to 
expend revenues received without prior approval be limited to that forecast in the 
Estimates plus the lesser of 25 per cent thereof and $5 million. 


During the year, DPW received and expended revenues of $108,618,025 
in respect of Vote 10. Although this amount exceeded the forecast in the 1981-82 
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Main Estimates plus $5 million by $1,191,025, DPW did not obtain Treasury Board 
approval as required. 


15.8 Department of Regional Economic Expansion - Joint venture in 
provincial revolving fund sets dangerous precedent. Beginning in 1982, certain 
amounts due to Canada under an industrial development agreement with a 
province will be deposited in and disbursed directly from a provincial revolving 
fund. This sets a dangerous precedent by permitting federal funds to be spent 
without parliamentary scrutiny. 


In 1977, an Industrial Development Subsidiary Agreement (IDSA) was 
signed between the Department of Regional Economic Expansion (DREE) and the 
Province of British Columbia (B.C.). Under IDSA, British Columbia advanced 
loans, mainly to municipalities, at low interest rates for industrial land develop- 
ment. The loans were jointly funded by Canada and the province. Normal 
repayment periods were up to 20 years, with earlier repayment in full when 90 per 
cent of the saleable land in an industrial park had been sold. At 31 March 1982, 
Canada had funded one-half, or about $26 million, of the total loans outstanding 
and, under the Agreement, stood to receive back about $13 million, most of which 
is interest. 


From the early years of IDSA, representations were made by the 
province for creation of a Revolving Fund. These representations were accepted 
by Canada at the end of IDSA, when it was agreed, and approved by Order in 
Council, that Canada become a joint venturer in a B.C. Revolving Fund. This 
Fund is to receive all loan repayments under IDSA for a 10-year period beginning 
in 1982, during which time the Fund will reinvest loan repayments in new loans. 
Under the joint venture, amounts will not be paid back to the Consolidated 
Revenue Fund until 1992 or later. In the meantime, further loans made from the 
B.C. Revolving Fund will not be subject to the normal appropriation process and 
thus to approval by Parliament. 


In our opinion, Canada's participation in this Revolving Fund creates a 
dangerous precedent, as it removes funds from the Consolidated Revenue Fund 
and allows them to be loaned out again without parliamentary scrutiny. 


15.9 Department of Regional Economic Expansion - Irregular $2.7 million 
incentive payment preceding closure of a company. In an industrial incentives 
case, DREE did not carry out an adequate analysis of the financial condition of an 
applicant immediately prior to making payment. As a result, DREE made a 
payment of $2.7 million jointly to the applicant and its banker, even though the 
applicant was in default on financial commitments to the bank. A few days after 
payment was made, the Bank seized the applicant's assets, which resulted in 
closure of the company and loss of DREE's payment. 


15.10 Department of Regional Economic Expansion - Poor cash management. 
We noted two instances where the Department of Regional Economic Expansion 
(DREE) had disbursed funds before demonstrated need, indicating poor cash 
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management and a lack of due regard for the cost of money. In 1981 and 1982, 
the Cape Breton Development Corporation (Devco) requested and was paid 
amounts totalling $57 million more than the company expended in those years for 
acquisition of capital assets. Also in 1982, DREE paid the Province of Ontario 
$4.9 million more than needed for that year under a shared-cost program. 


Devco is a Crown corporation reporting to Parliament through the 
Minister of Regional Economic Expansion and is funded by appropriations from 
Canada for coal mining losses, industrial development costs and capital expendi- 
tures. In 1981-82, total funding by Canada was $133 million ($98 million in 1980- 
81). In respect of Devco's coal division capital expenditures, Canada appropri- 
ated, and DREE paid, $60.4 million in 1980-81 and $98.5 million in 1981-82, 
although the corporation recorded capital expenditures of only $29.5 million and 
$72 million respectively in those years. As a result, for the two years, Devco 
received $158.9 million and made capital expenditures of $101.5 million, a net 
payment by Canada of $57 million before demonstrated need. 


There is confusion concerning who is responsible for controlling 
Devco's appropriations. DREE carries out the restricted role of disbursing funds 
from the appropriation voted by Parliament but otherwise has no role in 
monitoring how the funds are spent. Cash payments to Devco from appropriated 
funds are made at the request of the Corporation, with no matching of payments 
against demonstrated need, either by the Department or other agency of Canada. 


Under a 50-50 shared-cost agreement with Ontario, DREE had paid 
$10.2 million as of 31 March 1982, although the federal share should only have 
been $5.3 million. The excess payment of $4.9 million, which would otherwise 
have lapsed, is intended to be offset against the federal share in the next fiscal 
year, however, we have not seen a formal agreement specifying this. 


We recommend expansion of the Department's role regarding Devco 
and improvements to the Department's financial controls to ensure that payments 
are not made from a particular year's appropriation in advance of the recipients' 
needs, 


The Department advises that its role regarding Devco will be reviewed 
in the overall context of the current merger of DREE with the Department of 
Industry, Trade and Commerce and in conjunction with government-wide policy 
respecting Crown corporations. 


1 ko ON dh Department of Regional Economic Expansion - Additional plant 
capacity funded without demonstrated need. An application was received from a 
company for a financial incentive to rebuild a facility that had been destroyed by 
fire. During the interim period, it had carried on business using surplus capacity 
in similar local businesses. Agriculture Canada supported the reconstruction of 
this facility, even though it expressed concern about the ability of the industry in 
that region to expand in the future. In spite of this reservation and the 
demonstrated excess local capacity, DREE arranged to pay an incentive of 
$875,000 to rebuild the destroyed facility, with an increase of 20 per cent over 
the original productive capacity. 
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15.12 Department of Regional Economic Expansion - Risk of major loss on 
loan guarantees and possible lack of value for money in assistance payments. 
Canada, through the Cape Breton Development Corporation, has guaranteed 
repayment by the Sydney Steel Corporation (SYSCO), a Nova Scotia Crown cor- 
poration, of $70 million of 11 1/4 per cent Series D debentures plus interest. At 
31 March 1982, the SYSCO debentures still outstanding amounted to $57,260,000. 


In 1981, a new business plan was prepared for SYSCO, based on a 
series of consultant's reports funded by Canada and Nova Scotia. On the basis of 
the plan, a $96 million cost-sharing agreement was approved for partial plant 
modernization, with Canada agreeing to bear 80 per cent of the cost (approxi- 
mately $77 million) and Nova Scotia the other 20 per cent. Full modernization of 
SYSCO's plant would require an even more substantial capital investment. 


Since its creation in 1967, SYSCO has been increasingly troubled by 
mounting losses and layoffs. An empty order book forced a plant shut down in 
1982. An advance order from CN for 88,000 tons of rails allowed the plant to 
reopen in September 1982. Canada's contingent liability in respect of the 
guarantee of SYSCO debt could become an actual liability if SYSCO were forced 
to default on the debt. 


Use of Appropriations Granted by Parliament 


1B For the year ended 31 March 1982, 9 of 31 government departments 
reported overexpended appropriations. The total amount reported as over- 
expended was approximately $113 million and is presented in the Government's 
1982 Statement of Use of Appropriations which forms part of the Audited 
Financial Statements of the Government of Canada, reproduced in Appendix D of 
this Report. Details by department, as provided in Volume II of the 1982 Public 
Accounts of Canada, are shown in Exhibit 15.1 


15.14 In paragraph 15.8 of our 1981 Report, we called attention to the need 
to amend the Financial Administration Act (FAA) to clarify the legal authority 
for the Government's Payables at Year End (PAYE) policy. We understand that 
proposals for an appropriate amendment to the FAA will be presented to 
Parliament in the near future. 


13.15 During our annual audit of government departments and agencies for 
the year ended 31 March 1982, we identified a number of matters that caused us 
concern with respect to the use and reporting of appropriation authority granted 
by Parliament. These matters are set out, by department or agency, in 
paragraphs 15.16 through 15.21. 


15.16 In 1981-82, the Department of the Environment transferred $370,000 
of salary costs in its Administration appropriation (Vote 1) to its Environment 
Services appropriation (Vote 5). As a result, the Department appears to have 
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Department and Vote 


Energy, Mines and Resources 


Statutory - Home Insulation 

External Affairs (CIDA) 

Vote L 40 - Loans to developing 
countries and international 


development institutions 


Indian Affairs and Northern 
evelopment 


Vote 5 - Program expenditures 


Industry, Trade and Commerce 


Vote 10 - Grants and 
Contributions 


National Defence 


Vote 1 - Operating expenditures 
Vote 5 - Capital expenditures 


National Health and Welfare 
Vote 35 - Operating expenditures 
Public Works 

Vote 10 - Operating expenditures 


Vote 15 - Capital expenditures 
Vote 20 - Operating expenditures 


Solicitor General 
Vote 15 - Program expenditures 


Transport 


Vote 35 - Payment to Nanaimo 
Harbour Commission 
Vote 85 - Payment to VIA Rail 


Total overexpended 


Exhibit 15.1 


Appropriations 


Granted 


$ 3,225,000 


295,850,858 


320,215,695 


395,371,692 


4,105,325,298 
1,174,475, 317 


5,279,800,615 


1,640,000 


457,838,101 
144,965,847 


__39,481, 000 


642,284,948 


10,230,523 


5,500,000 
_ 506,221,135 


5117 721;135 
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Used 


$ © 4,851,064 


295,872,080 


320,451,681 


410,007,086 


4,130,677,853 
1,197,935, 385 


5,328,613,238 


1,675,993 


463,020,287 
153,183,553 


__39,638, 646 


655,842,486 


10,327,071 


MERC EY 
__540, 617, 652 


546,131, 584 


Overexpended 


$ 1,626,064 


21,222 


235,986 


14,635,394 


25,352,555 
23,460,068 


48,812,623 


35,993 


5,182,186 
8,217, 706 


157,646 


13,557,538 


96,548 


13,932 
34 , 396,517 


34,410,449 


$ 113,431,817 
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avoided reporting an overexpenditure of $275,000 in its Administration appropria- 
tion, thereby avoiding parliamentary scrutiny. 


Lo7 Vote L20b, 1975-76, authorizes the Department of National Defence 
(DND) to make recoverable advances and short-term loans for specified purposes 
providing the aggregate amount outstanding at any time does not exceed $26 
million. During our 1981 and 1982 audits of DND, we noted that the Department 
exceeded this aggregate limit and charged advances in excess of it direct to 
Vote 1, Operating Expenditures. When all such advances are considered together, 
regardless of where charged, the limit imposed by Parliament in Vote L20b has 
been exceeded as follows: 


(millions of dollars) 


limit exceeded by 


Date 1982 1981 
31 July - Gao 
31 August bo AW Wess: 
30 September LOR? Vega 
31 October 8.0 Tig eat) 
30 November rey - 
31 December Lyi) - 
31 January Deo - 
28 F ebruary a.1 - 


We understand that DND has prepared a submission to Treasury Board requesting 
approval of an increased aggregate limit. 


15.18 Department of Public Works Vote 45, Land Management and Develop- 
ment - Capital Expenditures, does not permit capital expenditures, including 
contributions, in respect of construction carried out on land that is not owned by 
the federal government. During our audit, we noted that expenditures charged to 
Vote 45 included $16.5 million for the Ottawa Rideau Centre Project and 
contributions of $4.5 million paid to the City of Saint John, New Brunswick, for 
the construction of a sea-wall. In both cases, the provisions of Vote 45 were 
violated because the expenditure was for construction on land that the federal 
government does not own. The Department advises that the expenditures were 
charged with the concurrence of Treasury Board, on the understanding that Vote 
45 wording would be amended by an Appropriation Act prior to 31 March 1982. 
The anticipated amendment was not made. 


1? The National Native Alcohol and Drug Abuse Program of the Depart- 
ment of Indian Affairs and Northern Development (DIAND) is directed at the 
prevention and treatment of alcohol and drug abuse among Indians and Inuit. 
Under the Program, contributions are provided to projects which are designed and 
operated by native people. DIAND and the Department of National Health and 
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Welfare (NH&W) have shared equally the cost of this Program. For 1981-82, 


Treasury Board allocated funds for the Program to DIAND appropriations as 
follows: 


Vote 5 - Operating expenditure $ 638,000 


Vote 15- Contributions 3,475,000 


$ 4,113,000 


Our audit of DIAND for 1981-82 revealed that the Department paid $3.9 million 
to NH&W as its share of the Program's expenditures. owever, the entire 
expenditure was charged to Vote 5 - Operating Expenditure whereas contributions 
of $3,450,600 should have been charged to Vote 15 - Grants and Contributions. 
Had the contributions been charged to Vote 15 as required, this vote would have 
been reported as overexpended by $2,216,245. Also, Vote 5, which is now reported 
as overexpended by $235,986, would have lapsed $3,214,614. 


15.20 In the 1982 Public Accounts of Canada, Canadian Radio-television and 
Telecommunications Commission (CRTC) Vote 55, Program Expenditures, is 
reported as having lapsed in the amount of $58,976. However, our audit of CRTC 
disclosed that a liability of $408,000 at 31 March 1982 had not been recorded and 
charged to Vote 55 as required by the Governments! stated accounting policies. 
Had this liability been recorded, Vote 55 would have been reported as over- 
expended by $349,024. 


15.21 In the 1982 Public Accounts of Canada, External Affairs Vote 40 is 
reported as overexpended in the amount of $21,222. However, our audit of the 
Canadian International Development Agency (CIDA) disclosed that liabilities of 
$1,290,637 at 31 March 1982 had not been recorded and charged to Vote L40 as 
required by the Government's stated accounting policies. Had these liabilities 
been recorded, Vote L40 would have been reported as overexpended by $1,311,859. 


Observations Under Section 7 on Matters Raised in Previous Reports 


15.22 Acquisition of Radio Engineering Products Limited as Satisfaction for 
Debts to the Crown. Our 1972 Report (paragraph 101) described the circum- 
stances which led to the acquisition of Radio Engineering Products Limited in 
1972 as satisfaction for debts of $4.3 million due to the Crown. The Standing 
Committee on Public Accounts has asked us to report each year on the results of 
this transaction. 


In our 1978 Report (paragraph 22.15), we summarized events which led 
the company to file a voluntary declaration of bankruptcy in 1975. In our 1980 
Report (paragraph 12.4), we noted that $503,000 was on deposit with the Trustee 
in Bankruptcy at 31 March 1980. In our 1981 Report (paragraph 15.3), we stated 
that the Trustee had informed us that he had $564,954 on deposit at 31 March 
1981. In addition, we reported that the distribution of trust moneys to the Crown 
had been delayed, pending the outcome of litigation involving a claim by the 
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company against two of its senior officers and a counter claim by the senior 
officers. The initial court hearing for this litigation was set for 15 February 1982. 


The company's claim against two of its senior officers was settled out 
of court for $200,000 on 7 January 1982. 


According to the Trustee's statement of receipts and disbursements, 
dated 24February 1982, the total amount available for distribution to the 
creditors of the company was $883,644.50. The Crown's share of these proceeds 
was to be distributed as follows: 


Secured Creditor: - Receiver General - UIC $ 747.04 
Preferred Creditors: - Supply and Services $ 54,465.51 
- National Revenue eA Gli od 

- Industry, Trade and 
Commerce $.c1535290.85 


$ 664,404.72 


These amounts plus interest to date of payment have been received by 
the Crown. 


1220 Audit of Indian Band trust accounts. The Standing Committee on 
Public Accounts (PAC), in its Sixth Report to Parliament, 23 June 1981, 
recommended that the Auditor General of Canada undertake an audit of one or 
more individual Indian Band trust accounts. It also recommended that the Auditor 
General and the Department of Indian Affairs and Northern Development (DIAND) 
consult with representatives of the Indian Bands selected for audit to agree on the 
scope of the examination to be conducted. MJrust accounts for all Bands are 
summarized and reported under the heading "Indian band funds" in Table 8.12 on 
page 8.10 of Volume 1 of the 1982 Public Accounts of Canada. Separate financial 
statements for each Band's trust accounts are not included in the Public Accounts. 


In response to the PAC's recommendation, the Auditor General, in 
consultation with DIAND, selected 2 Indian Bands from among the 75 requesting 
audit. Selected for audit were the Sakimay Band of Saskatchewan, which is 
representative of smaller Bands whose incomes are derived basically from 
agricultural leases, cottage rentals and interest income, and the Saddle Lake Band 
of Alberta, which is representative of those Bands receiving oil and gas royalties 
and interest incomes. Before beginning our examination, we met with represen- 
tatives of DIAND and the two Band Councils as recommended. 


We examined the transactions reported in the capital and revenue 
trust accounts of the two Bands for the period 1 April 1976 to 31 March 1981 to 
determine whether they were presented fairly in accordance with the Indian Act, 
Regulations and Band Council Resolutions. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included 
such tests and other procedures as we considered necessary in the circumstances. 
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In our opinion, transactions reported in the capital and revenue trust 
accounts of the Sakimay and Saddle Lake Bands are presented fairly in accordance 
with the Indian Act, Regulations and Band Council Resolutions for the period 
1 April 1976 to 31 March 1981. 


Report Under Section 11 on Our Continuing 
Review of the Oil Import Compensation Program 


15.24 In 1974, at the request of the Governor in Council, we undertook a 
continuing inquiry under section 62 of the Financial Administration Act into the 
administration of expenditures of the Oil Import Compensation Program. When 
the Petroleum Compensation Revolving Fund was set up in 1978, we included it in 
our inquiry because expenditures from the Fund are made under the same legis- 
lative authority that applies to the Oil Import Compensation Program. We audit 
the revenues of the Fund in accordance with our responsibilities under the Auditor 
General Act. 


Oil Import Compensation Program 


15.25 Sections 71 to 79 of the Petroleum Administration Act provide the 
legislative authority for the Oil Import Compensation Program. It is administered 
by the Petroleum Compensation Board within the Department of Energy, Mines 
and Resources. Under the Program, importers of crude oil and petroleum 
products are compensated so that the Canadian economy is cushioned from the 
impact of large and rapid increases in the price of imported crude oil used in 
Canada. 


A summary of expenditures for the nine years to 31 March 1982 under 
the Oil Import Compensation Program is as follows: 


Fiscal Year Expenditures 
(thousands of dollars) 

1973-74 $ 157,000 
1974-75 1,162,000 
1975-76 1,582,000 
1976-77 945 ,000 
1977-78 925,000 
1978-79 628,000 
1979-80 1,633,000 
1980-81 3,162,000 
1981-82 3,456 , 000 
13,650,000 

Recovery of prior years' expenditures 99 ,000 


$ 13,551,000 
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The increase in expenditures from 1980-81 to 1981-82 is attributable 
to special compensation payments that are included in the 1981-82 figure. 
Partially offsetting this increase are declines from 1980-81 levels in the volumes 
of imports subject to ordinary compensation and in the average compensation rate 
applicable to those volumes. 


Although the National Energy Program (NEP) states that the proceeds 
of a Petroleum Compensation Charge will be used to finance all petroleum 
compensation, 1981-82 expenditures continued to be funded by an annual appropri- 
ation because the Energy Administration Act, which provides the necessary 
legislative authority, did not receive royal assent until 7 July 1982. 


However, the federal government attempted to apply the intent of the 
NEP by setting the charges levied under sub-section 65.12(1) of the Petroleum 
Administration Act and the Special Compensation Charge at levels that would 
generate revenues approximately equal to payments of import compensation, 
special compensation, and compensation on domestic synthetic crude and new 
conventional oil. These charges and other compensation payments are discussed 
in subsequent sections of this chapter. In addition, a section entitled Petroleum 
Compensation Accounting illustrates combined accounting for all charges and 
payments. 


15.26 Special compensation. In response to the reduction of crude oil 
production by the Government of Alberta, the Petroleum Compensation Board, on 
the instruction of the Minister of Energy, Mines and Resources, introduced a 
program of special compensation, as provided for by section 72.1 of the Petroleum 
Administration Act, to be paid to importers on incremental import volumes 
required to substitute for the loss of domestic supplies. The program applied only 
to Quebec, since the National Energy Board allocated the available domestic 
production first to refiners west of Quebec, who do not have ready access to 
international markets, and second to Quebec refiners. Expenditures totalling 
$330.6 million were charged against the Program's appropriation and are included 
in the 1981-82 expenditures in the above table. 


To finance the special compensation, under authority of a Notice of 
Ways and Means Motion to Amend the Petroleum Administration Act tabled in 
Parliament on 2 June 1981, the Minister introduced a temporary levy called the 
Special Compensation Charge. Proceeds from the Special Compensation Charge 
totalled $472.7 million and went into the Consolidated Revenue Fund. 


Petroleum Compensation Revolving Fund 


15.27 Section 65.12(1) of the Petroleum Administration Act provides legisla- 
tive authority for imposing a levy on domestic and foreign petroleum as well as on 
foreign petroleum products that have been processed, consumed or sold in Canada. 
section 65.1 stipulates that the proceeds from the levy be for the sole purpose of 
assisting in meeting the cost of paying compensation on deemed imports of 
petroleum, as authorized in section 72(4) of the Act. Domestic synthetic crude 
and new conventional oil have been deemed imported petroleum. 
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The levy under section 65.12(1) and compensation payments under 


section 72(4) are accounted for separately in the Petroleum Compensation 
Revolving F und. 


A summary of the operations of the Petroleum Compensation 
Revolving Fund since its beginning is presented in the following table. 


Fiscal Year Levy Expenditures 
(thousands of dollars) 
1978-79 (9 months) $ 66,000 $ 20,000 
1979-80 389 ,000 378,000 
1980-81 ASS Oee 915,000 
1981-82 3,792,000 737,000 


The substantial increase in levy revenue during 1981-82 reflects the 
fact that the levy rate was at a much higher average level that year than in 
1980-81. As we noted earlier, the higher levy is intended to fund all compensa- 
tion payments under the Cnergy Administration Act, which received royal assent 
on 7 July 1982. However, because the new legislation was not in effect during 
1981-82, these revenues could only be used to fund compensation on domestic 
synthetic crude and, during the last quarter of fiscal year 1981-82, new conven- 
tional oil, as defined in the pricing and taxation agreements with the producing 
provinces. 


The decrease in expenditures during 1981-82 is mainly attributable to 
a sharp decline in the compensated volume of synthetic crude produced by one of 
the producers. The decline in the average compensation rate mentioned earlier 
also contributed to the decrease in expenditures. Compensation on new conven- 
tional oil partially offset the overall decrease in expenditures. 


Petroleum Compensation Accounting 


15.28 Section 50 of the Energy Administration Act eliminates the Petroleum 
Compensation Revolving Fund. In its place, the Energy Administration Act has 
created Petroleum Compensation Accounting. This is a broader concept tnat 
brings together the expenditures under the Oil Import Compensation Program and 
the revenues and expenditures of the Petroleum Compensation Revolving F und. 


The following illustration shows how the current year's transactions 
might be presented using Petroleum Compensation Accounting: 
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1981-82 Transactions 


(Millions 
of dollars) 
Revenue: 
Petroleum Compensation Charge $5092 
Special Compensation Charge 475 
4,265 
Expenditure: 
Oil import compensation 
(including special compensation) 3,456 
Synthetic crude and new conventional 
oil compensation TERI 
4,193 
Excess of revenue over expenditure $ 72 


Using this format to report 1981-82 transactions has the benefit of 
demonstrating the relationship discussed earlier between the levels of expendi- 
tures and the revenues raised by the Government to finance them. It shows that 
the Government set the levels of the Petroleum Compensation Charge and Special 
Compensation Charge according to the intent of the NEP. 


15229 Audit Scope. At present, we are conducting a comprehensive audit of 
the Department of Energy, Mines and Resources and have completed the first 
phase, relating to the Minerals and Earth Sciences Program. In preparation for 
the second phase, dealing with the Energy Program, we have expanded the scope 
of parts of our annual audit work, including the examination of the Oil Import 
Compensation Program. To provide Parliament with timely information, we are 
including in this chapter observations arising out of those portions of the 
comprehensive audit that have been completed to date. 


Our examination of the financial transactions of the Oil Import 
Compensation Program and of the Petroleum Compensation Revolving Fund was 
made in accordance with generally accepted auditing standards, and accordingly 


included such tests and other procedures as we considered necessary in the cir- 
cumstances. 


15.30 Conclusion - Financial Transactions. In our opinion, payments in the 
fiscal year ended 31 March 1982 have been properly processed, and payment of 


compensation and collection of revenues is in conformity with applicable legisla- 
tion and regulations. 
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15:31 Program effectiveness evaluation. In considering the Auditor 
General's 1981 Report members of the Public Accounts Committee questioned the 
responsiveness of the Oil Import Compensation Program to changes in its 
operating environment and to changes in the country's policy needs. In view of 
this, our audit examined how program effectiveness evaluation had been used by 
the Petroleum Compensation Board to address this concern. 


In 1979, the Central Evaluation Group of the Department of Energy, 
Mines and Resources produced a report entitled "A Selective Evaluation of the 
Impact of the Oil Import Compensation Program". As its title suggests, this 
report only attempted to address selected issues surrounding the program. Such a 
limited study is not satisfactory for a program of this magnitude which operates 
in a highly changing environment. The effect of this environment is illustrated by 
the following case. 


In 1977, a change was made to the Petroleum Import Cost Compensa- 
tion Regulations removing the requirement to adjust quantities of exported 
petroleum products for the volume loss inherent in the refining process. Conse- 
quently, although an exporter refunds import compensation when a product is 
exported, this refund is based on the volume of the product exported, not on the 
volume of imported crude required to produce that product. The result is that the 
amount refunded is less than would have been required before the requlation 
changed. Over the period in which the new regulation has been in force, the 
reduction in refunds has totalled an estimated $70 to $80 million, of which roughly 
half has been related to one particular refiner. 


The change was made to remove what was considered to be an inequity 
in comparison with the manufacturing sector. Manufacturers of export products 
are permitted to take full advantage of the lower costs of subsidized imported 
crude oil products that they consume. However, exporters of petroleum products 
produced from imported crude stocks were required, prior to the change in 1977, 
to refund the portion of the subsidy attributable to normal refining loss. 


Estimates of the cost of this measure were based on levels of compen- 
sation and export activity prevailing at the time it was introduced. In fact, 
compensation rates increased markedly because the domestic price level failed to 
approach world price levels as rapidly as expected. As well, export volumes 
increased. The loss in revenue resulting from this change now far exceeds the 
original estimate of $3 million per year or roughly $15 million over the five-year 
period since 1977. 


In the above case, program effectiveness evaluation could examine 
whether the objectives of the regulation change have been achieved. This 
information could then be used to determine if the measure has been cost 
effective, in view of the larger than anticipated revenue loss. 


15.32 Compensation rate calculation. In determining the compensation rate 
to be paid to importers in a particular month, the Petroleum Compensation Board 
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first estimates, based on the experience of a previous three-month period, the 
expected mix of crude qualities to be imported. Second, it computes a composite 
"price" per cubic metre of "typical" imported crude, generally using producers' 
official selling price lists for each type of crude included in the estimated mix and 
the weighting factors determined from the proportion of each type of crude in the 
estimated mix. Such a procedure understandably results in differences between 
the computed mix and price and the actual mix and price in a particular month. 


After the rate has been set, the Board may obtain more accurate or 
current information on actual selling prices than was used in setting the rate. 
Where use of this subsequent information would result in an adjustment of more 
than five cents a barrel, it is the Board's policy to revise the original rate. 


We noted two instances during 1981-82 where, following the Board's 
guidelines for adjustment, revisions to the rate should have been made but were 
not. In the more significant of these cases, it was learned, subsequent to setting 
the rates for January, February and March of 1982, that an incorrect price had 
been used for one type of crude in these months. The March rate was adjusted, 
but the January and February rates were not. The effect on the January rate was 
below the 5 cents a barrel threshold; however, the effect on the February rate 
was 13 cents a barrel. The result was that excess compensation totalling $1.2 
million was paid for the month of February 1982. A similar situation concerning 
the July 1981 rate resulted in payment of excess compensation totalling $809,000. 


Litigation 


1255 Our 1981 Report noted the legal action undertaken by an importer to 
reverse a $1.9 million recovery by the Board of excessive freignt compensation. 
The Board has since been advised by the legal counsel for the importer that the 
proceedings have been discontinued. 


Legal action was begun by another importer to recover $3.7 million of 
compensation recovered by the Board pursuant to a decision by the Board that the 
importer had used an incorrect method of deducting exports of previously 
compensated oil. 


Another legal action has also been started by the Trustee in Bank- 
ruptcy of an importer challenging the right of the federal government to offset 
$5.2 million of import compensation due to the importer against amounts owing by 
the importer to another federal government department. 


Observations on Financial Statements of Departmental Accounts 


15.34 Canada Employment and Immigration Commission - Benefit Payment 
Process. Our 1981 Report (paragraph 14.2) drew attention to weaknesses in the 
control by the Commission of the Benefit and Overpayment System of the 
Unemployment Insurance Account. Note 5 to the financial statements of the 
Unemployment Insurance Account for the year ended 31 December 1981 disclosed 
that the Commission, since 1979, implemented and expanded the application of 
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new systems or other procedures to improve internal control and the decision- 
making process in respect of benefit payments. However, our audit established 
that overpayments and underpayments of benefits not previously identified by the 
Commission still exist, but to a lesser extent than in 1978. Our audit report to 
the Minister of Employment and Immigration brought this matter to his attention. 


Background and scope of examination. During 1981, the Commission 
paid approximately $4.8 billion ($4.5 billion in 1978) in unemployment insurance 
benefits to about 2.4 million claimants (2.5 million in 1978) through the Benefit 
and Overpayment System. 


To evaluate the changes mentioned above, this Office, with the co- 
operation and participation of the Commission's personnel, conducted studies to 
quantify the amount of any error in benefits paid that might have occurred as a 
result of such weaknesses. The results of these studies have been reported in our 
annual Reports since 1977. The methodology of this year's study is comparable to 
our 1978 study (1979 Report) when a quantification of benefit overpayments and 
underpayments was made. 


Summary of findings. In summary, the examination results demon- 
strate that: 


- Estimated overpayments of benefits have been reduced by 
$112 million and estimated underpayments by $10 million from 
Stes 


- Significant control weaknesses in the Benefit payment process 
continue to exist. 


- The Commission's regular controls did not identify benefit over- 
payments in 1981 that were estimated at $178 million (identifi- 
able overpayments of $104 million lying within a possible range 
of $48 million to $158 million and potential overpayments of $74 
million lying within a possible range of $18 million to $126 
million). 


- The Commission's regular controls did not identify benefit under- 
payments in 1981 that were estimated to be $57 million (iden- 
tifiable underpayments of $48 million lying within a possible 
range of $9 million to $87 million and potential underpayments 
of $9 million lying within a possible range of $0 million to $35 
million). 


Results of our study. The Office selected a statistical sample of 1,081 
claimants to whom benefits had been paid during 1981 and performed a verifica- 
tion of their claims. We also carried out a review of internal control procedures 
in 132 of the Commission's local offices. 


This verification indicated that some of the Commission's controls are 
operating effectively and that a substantial dollar value of benefit overpayments 
(approximately $70 million in 1981) is being detected regularly and, in most cases, 
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recovered. However, the results of our study indicated that, during 1981, a 
significant additional amount of benefit overpayments escaped detection and that 
a further significant number of claims were subject to deviations from laid-down 
procedures. 


It should be noted that a certain degree of imprecision is associated 
with the results of any statistical sample. Our estimate of the amount of 
overpayments and underpayments in the total population, projected from our 
sample results, is a "most likely value" of $178 million overpayments and $57 
million underpayments. 


The Commission's process is influenced by errors external to the 
Commission such as those relating to the accuracy and quality of the information 
provided by employers on the Record of Employment. Other errors, such as 
clerical errors, are internal and within the responsibility of the Commission. 


An analysis, by type of error, of the 198] results with comparative 
figures for 1978 is provided in the following tables. 


Overpayments 


1981 1978 
Decrease 
Errors Most Errors Most (increase) 
in sample likely in sample likely in most 
of 1,081 value* of 1,043 value* likely value* 
Errors external to 
the Commission 179 54 a2. 194 140 
Errors internal to 
the Commission 190 124 106 _96 (28) 
Total 369 178 533 290 Tb2 


* in millions of dollars 


The decrease of $140 million in overpayments due to external errors is attribut- 
able, in large part, to the Commission introducing an amended Record of 
Employment Form and providing related guidance to employers’ staff which 
resulted in more reliable data being supplied by employers. Another reason for 
this decrease is lower unreported earnings on the part of claimants. The increase 
of $28 million in overpayments due to internal errors is, for the most part, 
attributable to incorrect decisions and inadequate fact-finding on the part of the 
Commission's Agents. 
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Underpayments 


1981 1978 
Decrease 
Errors Most Errors Most (increase) 
in sample likely in sample likely in most 
of 1,081 value* of 1,043 value* likely value* 
Errors external to 
the Commission TAz. 5% 240 54 23 
Errors internal to 
the Commission BBY, 26 Seyi ale (13) 
iatal 234 57 274 ale?! 920 


* in millions of dollars 


The net decrease in underpayments of $10 million is due to a decrease of $23 
million ($31 million in 1981; $54 million in 1978) in errors attributable to 
employers and claimants and an increase of $13 million ($26 million in 1981; $13 
million in 1978) in errors attributable to incorrect decisions and clerical errors on 
_ the part of the Commission's Agents. 


For purposes of testing, we defined an overpayment as any benefit 
paid which, under existing legislation, the claimant should not have received and 
which was not dealt with immediately. An underpayment was defined as any 
benefit which, under existing legislation, the claimant should have received and 
which would have been legally payable had it been discovered, and which was not 
dealt with immediately. 


As well as the monetary errors discussed above, the following types of 
errors were also identified. In the sample of 1,081 claims, 139 were subject to 
monitoring efforts we considered inadequate, and 217 were subject to compliance 
deviations (failure to comply with laid-down procedures) although they did not 
appear to contain errors in benefits paid. 


Abuse. As we noted in our 1978 Report, we identified a number of 
cases which, while perhaps not overpayments as defined above, suggest the 
possibility of abuse by claimants. The term abuse is used to connote a 
discrepancy with the apparent intent of Parliament, in particular its insurance 
objective and its eligibility and active job search requirements. That is, although 
these cases may not strictly be in violation of the provisions of the Unemployment 
Insurance Act prevailing at the time, one can seriously question whether they 
correspond to the intent of Parliament. It would seem reasonable to infer that 
the intent of the law is to insure a contributor against loss of earnings during 
temporary unemployment while he is actively seeking and, within limits, until he 
obtains other suitable employment. However, as was the case in our 1978 audit of 
benefit payments, our review revealed situations in which the intent of the Act 
appears not to have been followed. For example, there are claimants who take 
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early retirement with full pension benefits and may not seriously intend to work 
again on a full time basis. 


The effect of this potential for abuse is not to create legal overpay- 
ments which could be recovered, but rather to permit disbursement of benefits in 
circumstances which the Act may not have intended. Because these abuses are 
related to ambiguities, omissions, faulty interpretations or unintended applica- 
tions of the law and regulations, any value assigned to their possible magnitude 
would be highly arbitrary. Thus, it would not be meaningful to attempt to 
estimate even tne gross dollar value of claims possibly subject to such abuse. 


Control Weaknesses. Our examination indicated that, notwithstanding 
the efforts of the Commission to reduce estimated overpayments and underpay- 
ments, deficiencies still exist in local offices in the initial decision making 
process involving the payment of benefits. Our review of internal control also 
revealed weaknesses in the area of claims preparation, adjudication and follow-up. 


Corrective Measures Undertaken by the Commission Since 1978. As 


mentioned previously in this Report, the Commission introduced a new Record of 
Employment Form which has reduced the estimated overpayments resulting from 
errors in data supplied by employers from $125 million in 1978 to $27 million in 
IS 


In addition, other corrective measures were undertaken by the Com- 
mission, such as: 


- development of a decision monitoring system which ensures that 
all initial claims and related decisions processed by the regional 
computer centres have been authorized and approved by insur- 
ance agents and have been correctly recorded; 


~ changes in the quality control and assurance systems to permit 
the detection and correction of errors before the data is 
processed by the computer and to identify the source of 
repetitive errors and to take the corrective measures required; 
and 


~ the introduction of a system called Report on Hiring, which 
requests employers to supply to the Commission, on a voluntary 
Dasis, information on new employees hired. 


These measures have been implemented and our Office will evaluate the results of 


these changes during our comprehensive audit scheduled for 1983. 


P52D5 Canada Pension Plan - Need to develop long-term financing arrange- 
ments. We first drew the attention of Parliament to the funding of the Canada 
Pension Plan in paragraph 17.6 of our 1977 annual Report. 


When the Plan was established in 1965, it was recognized that the 
combined employer-employee contribution rate of 3.6 per cent would be sufficient 
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to meet benefits and cost of administration for a certain period of time and that a 
review of the financing arrangements would be required 10 to 15 years after 
beginning operation. In the initial years, the excess of contributions and interest 
income over benefits and expenses would result in the accumulation of funds, 
most of which would be made available to the Provinces. At 31 March 1982, the 
excess amounted to $21.5 billion (1981 - $18.9 billion). 


Under the Plan, the Chief Actuary of the Department of Insurance is 
required to prepare an actuarial report on its operation and the state of the 
Canada Pension Plan Account at least once every five years. The most recent 
report, tabled in the House of Commons on 18 December 1978, indicated that if 
no change is made to the combined employer-employee contribution rate of 3.6 
per cent, the annual cost of benefits and expenses would exceed the amount of 
annual contributions by 1985. If the increase in contribution rate were delayed 
beyond 1992, the balance of the Account would begin to decline and, by the year 
2003, would be exhausted. 


A change in the general level of benefits or in the rate of contribu- 
tions requires agreement by the Provinces and, unless waived, a delay to at least 
January 1 of the third year following the year in which notice of change was laid 
before Parliament. These requirements and the action being taken to address 
long-term financing arrangements are disclosed in the last two paragraphs of Note 
6 to the statements of the Canada Pension Plan Account and Canada Pension Plan 
Investment Fund for the year ended 31 March 1982. 


A long-term financing philosophy for the Plan which will include the 
timing and rate of increase of the contribution rate is being considered by the 
Provinces and the Federal Government. 


The establishment of a long-term financing philosophy had its begin- 
ning in 1977 when a sub-committee of the federal-provincial Continuing 
Committee of Officials on Fiscal and Economic Matters was given the task of 
assessing the Plan's financing issues. The technical phase of this work has been 
completed. During the past year the Federal Government and each of the ten 
provincial governments have proceeded with a policy development phase and each 
government has now developed its own policy options. Negotiations between the 
Federal Government and the Provinces are expected to commence in the near 
future. 


In our audit report to the Minister of National Health and Welfare on 
the statements of the Canada Pension Plan Account and the Canada Pension Plan 
Investment Fund for the year ended 31 March 1982, we pointed out that a decision 
on long-term financing arrangements needs to be made in the near future. 


15.36 Exchange Fund Account - Valuation of gold and accounting for the 
realized gains on sales of gold. The Exchange Fund Account is an account in the 
name of the Minister of Finance, governed by the Currency and Exchange Act and 
administered by the Bank of Canada, to aid in the control and protection of the 
external value of the Canadian dollar. 
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Our audit report to the Minister of Finance for the year ended 
31 December 1981 included two accounting matters that should be brought to the 
attention of Parliament. In our opinion, the accounting policies of the Account in 
respect of these matters are not in accordance with section 16 of the Currency 
and Exchange Act. The two matters are: 


- Gold is recorded at its approximate historical cost and not 
adjusted to its commodity market value. As a result, income 
does not include unrealized valuation gains on gold equal to the 
difference between commodity market value and approximate 
historical cost. 


- Realized gains on sales of gold are recorded as valuation gains 
and taken into income in equal amounts over a three year period. 
In our opinion, section 16 of the Currency and Exchange Act 
requires that these gains be entirely taken into income of the 
year in which they are realized, and paid over to the Consoli- 
dated Revenue Fund within three months after the end of the 
year. 


Officials of the Department of Finance are preparing proposed amend- 


ments to the Act to provide explicit authority for the accounting policies 
currently being followed by the Account. 
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ORGANIZATION AND PROGRAMS OF 
THE OFFICE OF THE AUDITOR GENERAL 


16.1 The Auditor General is an Officer of Parliament, governed by the 
mandate set out in the Auditor General Act, reproduced as Appendix A to this 
Report. Pursuant to that mandate, the Auditor General has stated that his 
mission is as follows: 


- To make independent examinations of the accounts of federal 
departments and agencies and of other entities for which he is 
the appointed auditor, and to express his opinion on their 
integrity. 


- To make such independent examinations and inquiries as he 
considers necessary, and based on them, to report on whether or 
not there were significant deficiencies in the management 
control systems and practices in the audited entity during the 
period under examination; thereby providing reasonable assur- 
ance, where possible, that: 


- public assets are safequarded and controlled; 
- transactions are lawful and proper; 


- financial, human and physical resources are managed with 
due regard to economy and efficiency and procedures are 
in place to measure and report the effectiveness of pro- 
grams. 


- To call attention to anything that he considers to be of signifi- 
cance and of a nature that should be brought to the attention of 
the House of Commons, to communicate his findings and obser- 
vations to management of the audited entity and to make any 
constructive recommendations he may have. 


- To maintain the stature of his Office, share its expertise with 
domestic and international colleagues, and contribute to the 
development of comprehensive audit methodology and practices, 


- To manage his Office with due regard for economy, efficiency 


and effectiveness, ensuring professional and administrative com- 
petence and adherence to applicable government policies. 
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Organization of the Office 


16.2 During the past year there have been significant developments in the 
organization of the Office of the Auditor General. These changes have been 
designed to make audits more efficient and cost-effective, to enable the Office to 
improve its service to audited organizations and to meet the needs of its principal 
client, the House of Commons. 


16.3 Our new, simplified organization is a response to the Government's 
Policy and Expenditure Management System (PEMS). Audit operations are 
organized so that the PEMS' 10 major expenditure areas or envelopes are audited 
by teams which concentrate in those areas, This provides for greater continuity 
within envelopes, increasing understanding of issues and improving relationships 
with clients. 


16.4 The overall direction of the Office is the responsibility of the 
Executive Committee, comprising the Auditor General and the Deputy Auditors 
General. The Auditor General is the Chairman of this Committee. 


16.5 There are now four Branches in the Office. The Audit Operations 
Branch is the heart of the organization. The other branches, Professional Services, 
Administrative Services and the Executive Office essentially serve to support the 
work of Audit Operations. Exhibit 16.1 shows the organization of the Office. 


Audit Operations 


16.6 The Audit Operations Branch plans and conducts the audits of federal 
departments and agencies and of other entities for which the Auditor General is 
the appointed auditor. 


16.7 The Branch is organized on an envelope system with responsibilities 
for auditing some 150 entities, distributed to 10 envelopes. The Branch employs 
some 260 auditors in Ottawa and in seven regional offices located in Halifax, 
Montreal, Toronto, Winnipeg, Regina, Edmonton and Vancouver. It also uses 
specialist staff of the Professional Services Branch to assist in conducting 
comprehensive and government-wide audits. To supplement its own _ staff 
resources, Audit Operations makes extensive use of professionals from the private 
sector either on individual service contracts or through the Public Service 
Commission's Interchange Canada Program. 


16.8 Members of the Branch and the Auditor General attend meetings of 
the Public Accounts Committee as witnesses and give evidence with regard to 
matters presented in the Auditor General's Report. The Branch co-ordinates the 
Office's relationship with the external auditors of those Crown corporations 
where the Auditor General is not the appointed auditor. 
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Exhibit 16.1 
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16.9 Audit Operations is responsible for the audit assignments of students 
enrolled in programs leading to designation as a Chartered Accountant, Certified 
General Accountant or Registered Industrial Accountant. The aim is to provide 
them with practical experience to meet prerequisites for professional accredita- 
tion. Auditors from developing countries, participating in an international 
assistance program, are assigned to the Branch to obtain training and practical 
experience in comprehensive auditing. 


16.10 Audit Operations Branch staff are regularly called upon to participate 
in special projects initiated by the Executive Office, Professional Services and 
Administrative Services branches. These projects include international audits, 
government-wide projects, development of audit methodology, financial and 
administrative tasks, and professional development courses, 


Professional Services 


16.11 The Professional Services Branch supports the Audit Operations 
Branch by providing the additional knowledge and skills needed to carry out 
comprehensive audits, This is achieved through a combination of written guidance 
and training programs prepared for professionals in audit operations, and by 
supplying advice or specialists to perform audits. To ensure the process is 
effective, the Branch also performs a quality control function. Four groups make 
up the Branch: Standards, Methodology and Research; Professional Development; 
Control Evaluations; and Computer Audit. 


16.12 The Standards, Methodology and Research group is responsible for 
developing and maintaining auditing standards, managing auditing methodology 
development, providing functional direction for issues related to Crown corpora- 
tions, and conducting auditing research. Methodology, in the form of Audit 
Guides, is made available to staff to assist in the conduct of audits in specific 
areas, This past year has been particularly productive in capturing comprehensive 
auditing methodology for purposes of ensuring greater quality and consistency in 
the work we do as well as sharing such methodology with other legislative auditors 
in Canada and around the world. An outstanding example of this was the 
publication of "An Approach to Comprehensive Auditing" which has been made 
available both to our staff and to the management of organizations where we do 
our audits, Audit Guides dealing with such subjects as "Auditing of Procedures for 
Effectiveness" and "Evaluation of Internal Audit" were also produced during the 
year. Standards and procedures are assessed through post-audit quality review. 
Changes are conveyed through issuing Accounting and Auditing Bulletins and 
revising the Office's Comprehensive Auditing Manual. Research in auditing is 
conducted to develop ways of improving audits and to ensure that the most 
appropriate and efficient audit tools and techniques are adopted. 


16.13 The Professional Development group is responsible for training and 
development and for the career development program of the Office. It also 
provides training and development assistance to some outside organizations 
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through the Canadian Comprehensive Auditing Foundation. The responsibilities of 
the Professional Development group include designing, developing and delivering 
training and development courses for all Office staff in both official languages, 
and providing assistance in career planning related counselling services. During 
the year, the group provided some 2,330 training days internally and 780 training 
ee In courses outside the Office. There were 26 in-house training courses for 
stafT. 


16.14 The Control Evaluations group provides professional specialist advice 
and assistance to comprehensive audit teams. This is done by ensuring that 
qualified staff are assigned to audits, maintaining an inventory of consultants 
capable of providing necessary services, providing functional guidance during the 
audit and by ensuring quality control. 


16.15 The Computer Audit group provides expertise and methodology in the 
areas of value-for-money assessments of expenditures on electronic data 
processing and financial control assessments in computerized systems. It has the 
facility for analysing information held on computer files through the use of 
specially created audit software. In addition, sampling specialists assist in 
designing and analyzing sampling plans. 


Administrative Services 


16.16 The Administrative Services Branch provides all central support ser- 
vices throughout the Office and ensures compliance with applicable adminis- 
trative, financial, official languages and personnel policies. These services are 
offered through five groups. . 


16.17 - The Administration group provides administrative support services 
including information and library, mail and messenger, materiel, records, word 
processing, audio-visual, graphics, accommodation, telecommunication, recep- 
tionist and security services. 


16.18 The Contract Administration group negotiates all contracts for profes- 
sionals and monitors their engagement. This includes extensive use of the Public 
Service Commission's Interchange Canada program whereby private sector profes- 
sionals are brought into the Office for assignments of up to two years. 


16.19 The Comptroller's group administers the Office's financial manage- 
ment control and information systems and provides financial planning, systems 
development and electronic data processing services. 


16.20 The Personnel group is responsible for personnel management including 
recruitment, compensation planning and services, staff relations and human 
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resource planning. From time to time this group also assists the Office with 
government-wide audits of payroll costs management. 


16.21 The Official Languages group develops and implements the Office's 
policies on bilingualism. 


Executive Office 


16.22 The Executive Office is responsible for a number of matters of direct 
personal concern to the Auditor General. These include reports to Parliament, 
parliamentary liaison, communications, strategic planning, legal matters, and 
relations with international and provincial Auditors General and related institutes 
and associations in the accounting and management consulting professions. These 
services are provided through three groups. 


Geo The Reports group is responsible for editing and producing reports to 
Parliament, providing reporting guidelines to audit teams and editorial service for 
material written for internal and external distribution. The principal product of 
the group is the annual Report of the Auditor General to the House of Commons. 


16.24 The Parliamentary Liaison group is responsible for co-ordinating the 
Office's relations with Parliament and the Public Accounts Committee (PAC) of 
the House of Commons. This involves audit team preparation for PAC hearings 
and assistance to Committee members and staff. This group also helps to ensure 
that the reports to Parliament reflect the needs of Members. 


16.25 The Communications group is responsible for internal and external 
communications in the Office. This includes production of Office publications 
such as AG Magazine and OAG News, relations with the media and responding to 
inquiries from the public. 


Advisers to the Auditor General 


16.26 The Auditor General has two main groups of outside advisers. Both 
groups include leading members of the accounting and management consulting 
professions, The Panel of Senior Advisers counsels the Auditor General on the 
application of comprehensive auditing, with particular emphasis on public sector 
corporate entities. Members of the Panel are: 


- Kenneth G, Belbeck, F.M.C. - James J. Macdonell, F.C.A. 
President, Chairman, 
Thorne Stevenson & Kellogg Canadian Comprehensive 


Auditing F oundation 
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=n. Marcel Caron,.F.C.A. - Edward W. Netten, C.A. 
Executive Partner, Managing Partner, 
Clarkson Gordon Price Waterhouse Associates 
- Warren Chippindale, F.C.A. - Robert M. Rennie, C.A. 
Chairman and Chief Chairman of the Board, 
Executive Partner, Touche Ross & Co. 


Coopers & Lybrand 


- Gordon H. Cowperthwaite, F.C.A. - Eddie C, Wilburn, F.C.A. 
Chairman, former Senior Partner, 
Peat, Marwick, Mitchell & Co. Deloitte Haskins & Sells 


and Peat, Marwick & Partners 


- Kenneth S, Gunning, F.C.A. 
t= xecutive Partner, 
Thorne Riddell 


16.27 The Independent Advisory Committee on Government Accounting and 
Auditing Standards is comprised of senior representatives of accounting firms, 
management consulting firms, and the academic community. The Committee 
reviews major documents, such as the opinion and observations on the annual 
financial statements of the Government and the Office's Comprehensive Auditing 
Manual and Audit Guides. Members are: 


- Rodney J. Anderson, F.C.A. - Guy Martin, C.A., 
Executive Partner, Partner, 
Clarkson Gordon Raymond, Chabot, Martin, 

- Paré & Associés 

- Kenneth F.Y. Baynton, C.A. - Edward W, Netten, C.A. 
Partner, Managing Partner 
Thorne Riddell Price Waterhouse Associates 

- Donald A. Brown, C.A. - Ronald B. Robinson, F.M.C. 
Executive Partner, Partner, 
Coopers & Lybrand Thorne Stevenson & Kellogg 

- Alan J. Dilworth, F.C.A. - Professor L.S. Rosen, F.C.A. 
Managing Partner, Faculty of Administrative Studies, 
Touche Ross & Co. York University 

- Alwyn D. Lloyd, C.A. - William R. Sloan, F.C.A. 
Senior Partner, Partner, 
MacGillivray & Bruneau Arthur Andersen & Co. 

- P. Howard Lyons, F.C.A. - W. Ross Walker, F.C.A. 
Partner, Senior Partner, 
Deloitte Haskins & Sells Peat, Marwick, Mitchell & Co. 
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Reporting Responsibilities 


16.28 Four sections in the Auditor General Act detail our responsibility to 
report to Parliament. 


16.29 Section 6 requires the Auditor General to express an opinion on the 
financial statements of the Government of Canada. Section 7 requires the 
Auditor General to report annually to the House of Commons anything that he 
considers to be of significance and of a nature that should be brought to its 
attention, including cases where public funds have been expended without due 
regard to economy or efficiency, or where procedures have not been established 
to measure and report the effectiveness of programs, where such procedures could 
appropriately and reasonably be implemented. Section 8 enables the Auditor 
General to make a special report to the House of Commons on any matter of 
pressing importance or urgency that, in his opinion, should not be deferred until 
his annual Report is tabled. Finally, Section 11 permits the Auditor General to 
inquire into and report on matters in response to requests from the Governor in 
Council. Under this section, the Office continued its examination of the Oil 
Import Compensation Program, referred to in Chapter 15 of this Report. 


16.30 The Auditor General is also required to express an opinion, as either 
the auditor or joint auditor, on the accounts of 34 agency and proprietary Crown 
corporations, in accordance with section 77 of the Financial Administration Act, 
and 50 departmental Crown corporations and other entities, including the 
accounts of the Governments of the Yukon Territory and Northwest Territories 
and their agencies. As well, the Auditor General is the external auditor of the 
International Civil Aviation Organization (ICAO). 


Office Resources 


16.31 The growing complexity of government operations, the sophistication 
of modern accounting systems and audit techniques and the changing and 
expanding responsibilities of the Audit Office require a skilled staff of high 
quality. The Office attempts to recruit and develop highly qualified people in 
accounting and auditing as well as a variety of other fields. Among the 
professionals in the Office are engineers, sociologists, economists and graduates 
in many other disciplines. Members of the staff have more than 90 post-graduate 
degrees, including 10 doctorates, 


NGso2 The Cffice staff includes some 135 members who have the designation 
of Chartered Accountant (CA), another 30 Registered Industrial Accountants 
(RIA) and 42 Certified General Accountants (CGA). 
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16.55 The following table presents a profile of the full-time staff of the 
Office. It excludes persons serving on executive interchange agreements or those 
on professional service contracts. 


1 August 31 March 31 March 


1982 1282 198. 
Principals 58 55 50 
Directors and Managers 100 TZ 76 
Supervisors and Auditors on 126 134 
Other audit staff 6R 62 69 
Administrative support staff 162 163 abs) 

Seka) 498 482 
National Capital Region 434 418 401 
Other Regions eo _80 al 

525 498 482 
16.34 During 1981-82, greater efficiency and cohesion in the work of the 


Office was achieved when over 114 members of the administration staff, located 
in another building, moved to the Office's headquarters. This move, coupled with 
internal reorganization, has produced savings both in terms of financial resources 
and operational efficiency and should reduce the proportion of overhead to 
operating costs in the coming year. A continuing effort is under way to reduce 
overhead costs as much as possible. 


Use of Private Sector Resources 


16.35 While the Office moves toward increasing the number of full-time 
professional staff to carry out comprehensive audits, it continues to make use of 
resources from the private sector. Experienced professionals join the Office 
under the Public Service Commission's Interchange Canada Program or serve 
through professional service contracts. A variety of specialized knowledge and 
experience is thus available to the Office on a cost-effective basis when it is 
required, This intermixing of skills has proved to be an enriching experience for 
professionals in both the public and private sectors, At 1 August 1982, the Office 
had 15 participants associated under Interchange Canada, and 221 men and women 
from the private sector under professional service contracts. 


International Activities 


16.36 Through its long association with the United Nations and other 
international organizations, Canada has acquired a wide reputation in public 
sector auditing that is recognized by countries and organizations around the 
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world. The work of the Audit Office is also well known and respected by the 
International Organization of Supreme Audit Institutions (INTOSAI, where the 
Auditor General serves on the governing board, the United Nations, where Canada 
is on the Panel of External Auditors, NATO, where we serve on the Board of 
Audit; and the association of Commonwealth Auditors General. 


16.37 Canada has been the external auditor of the International Civil 
Aviation Organization (ICAO) since it was formed in 1947, ICAO is a United 
Nations specialized agency based in Montreal. Its aims and objectives are "to 
develop the principles and techniques of international air navigation and to foster 
the planning and development of international air transport." We reported this 
year that significant action has been taken by ICAO to implement recommenda- 
tions arising from our 1978 financial management and control review. ICAO is 
continuing to revise its financial regulations and make improvements in budgetary 
control procedures. The concepts of comprehensive auditing are being applied in 
our work at ICAO, and this important international organization has welcomed 
and implemented many of the recommendations that have been made as a result. 


16.38 The Office has been involved in several other significant international 
activities over the past year. When the People's Republic of China was faced with 
developing the legislative audit function called for in its proposed new constitu- 
tion, it sought advice from the United Nations. Canada, the United States and 
Japan were identified as countries in the forefront of government auditing. As a 
result, the United Nations sponsored a group of four senior Chinese officials to 
review the nature of legislative auditing in Canada. The group was given detailed 
briefings on the work of the Office and also had the opportunity to review public 
sector audit arrangements at the provincial level in British Columbia and at the 
municipal level in Ottawa. The visit of this Study Group to Canada demonstrated 
the high regard in which Canada's auditing accomplishments are held throughout 
the world. Other high level delegations from the United States, Czechoslovakia 
and Mexico, as well as numerous individuals from around the world, also visited 
the Audit Office last year. 


16.39 The Audit Office is becoming increasingly involved in international 
assignments for Canadian auditors. Under the Public Service Commission's Inter- 
change Canada and International Programs, Canadian auditors are working with 
the Asian Development Bank in Manila, the Auditor General's Office in Nairobi, 
the NATO Board of Audit in Brussels, and the Auditor General of Vanuatu, 
formerly the New Hebrides. 


16.40 The international horizons of the Audit Office are further broadened 
by the International Audit Office Assistance Program. This program is financed 
by the Canadian International Development Agency and administered by the 
Canadian Comprehensive Auditing Foundation. The facilities of the Audit Office 
are used in both the training and fellowship components of the Program. The 
Canadian Comprehensive Auditing Foundation, working with our staff, has con- 
ducted a training course for public sector auditors from Latin American countries 
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in Bogota, Colombia, and for English-speaking African nations in Nairobi, Kenya. 
Further courses are planned for French-speaking African nations and for Asian 
countries, Auditors from Chile, Ghana, Kenya, Malaysia, Peru, the Philippines, 
St. Lucia and Singapore have completed the fellowship component of the Program 
in the Office of the Auditor General of Canada. Similar one-year assignments in 
the Audit Office are currently being undertaken or planned for Fellows from 
Brazil, Colombia, Jamaica, Malaysia, Nepal, Nigeria, Srilanka, Tanzania, 
Thailand and Trinidad and Tobago. 


16.41 These international activities are an important part of the work 
carried on by the Office of the Auditor General, and we look forward to new 
opportunities where Canada can both learn and contribute knowledge in the area 
of public sector and legislative auditing around the world, 


Official Languages 


16.42 Appearing before the Special Joint Committee of the Senate and the 
House of Commons on Official Languages on 24 November 1981, the Auditor 
General reiterated his commitment to make the Office truly bilingual. His 
intention is to create both an environment where office employees may work in 
the language of their choice and a capability to serve the clients of the Office in 
both official languages. A specialized language training program has been 
developed for the Office. Staff members are encouraged to make greater use of 
both official languages in meetings and presentations. 


Retirements 


16.43 Deputy Auditor General W. Wallace Muir, who headed the Finance and 
Administration Branch, retired after 18 years in the Public Service. Deputy 
Auditor General William F. Nelson, who headed the Human Resources Branch, 
retired after 19 years. 


16.44 Other members of the Audit Office who retired before 1 August 1982, 
and their period of service in the public service, were: J. Colin Orme, B. Comm., 
RIA, a Senior Auditor, 34 years; J. Angus Wyatt, BA, CA, an Audit Director, 34 
years; Robert J. Ince, B. Comm., an Auditor, 33 years; Paul Douville, a Compen- 
sation Systems Project Assistant, 31 years; Lucille M. Tessier, a Clerk, 24 years; 
Mary E. Smith, a Secretary in our Halifax Office, 19 years; Edward P. Deck, RIA, 
a Senior Auditor in our Regina Office, 15 years; Carmen Cété, a Secretary, 
13 years and Amélie Wells, CGA, a Senior Project Officer, 6 years. 


Estimates and Expenditures 
16.45 Exhibit 16.2 presents the estimates and expenditures of the Office, by 


activity and by object. Expenditures in 1981-82 rose by $5,246,000 or 19.7 per 
cent over 1980-81. However, the cost of the Office in relation to the federal 
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Exhibit 16.2 
OFFICE OF THE AUDITOR GENERAL OF CANADA 


ESTIMATES AND EXPENDITURES 


Estimates and Expenditures by Activity 
1982-83 1981-82 1980-81 
Estimates Estimates Expenditures Estimates Expenditures 
(thousands of dollars) 


Government Audits 29), 569 26,781 26,072 TAS BY) 225019 
Other Audits 134 113 102 Zool 205 
Administration _5, 7166 5,374 5,707 _ 3,980 4,411 

TOTAL 35,263 32,268 31,881 28,770 26,635 


Estimates and Expenditures by Object 
1982-83 1981-82 1980-81 
Estimates Estimates Expenditures Estimates Expenditures 


(thousands of dollars) 


Salaries and Wages WO) s7/3s: WH 5s DE 16,740 15,403 14,049 
Employee Benefit 

Plans 2,566 2,637 1b (aoe) Ze O012 2,016 
Transportation and 

Communications 1,615 1,145 1,843 1,396 Ip aly 
Information 9D 115 83 176 63 


Professional 
and Special 
Services including 
Executive Interchange 9,981 9,680 9,036 8,770 8,264 


Rentals 332 245 390 335 Zi 


Purchased Repair 
and Upkeep 2D 40 118 UT 47 


Utilities, Materials 
and Supplies 525 515 389 493 500 


Construction and 
Acquisition of Machinery 


and Equipment 67 61 340 102 134 
Grants and Contributions 320 290 288 - 108 
All Other Expenditures 5 4 US 6 3) 

TOTAL 35263 32,268 31,881 28,770 26,635 
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government's budgetary estimates dropped from .0477 per cent in 1980-81 to 
-0462 per cent in 1981-82, or less than five cents for every $100 of government 
spending as set out in the Estimates. It should be noted, however, that the 
responsibilities of the Office include the audit of many billions of dollars of non- 
budgetary expenditures and receipts not included in the Estimates, such as the 
Unemployment Insurance and Canada Pension programs, the activities of Crown 
corporations and government loan and guarantee programs. Estimates for the 
1982-83 fiscal year show that the rate of increase in expenditures for the Office 
has declined. Since 1980-81, Appropriations to the Office have consistently 
decreased below the 1980-81 Appropriations in constant dollars. 
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25-26 ELIZABETH II 


CHAPTER 34 


An Act respecting the office of the Auditor 
General of Canada and matters related 
or incidental thereto 


[Assented to 14th July, 1977) 


Her Majesty, by and with the advice and 
consent of the Senate and House of Com- 
mons of Canada, enacts as follows: 


PART I 


SHORT TITLE 


1. This Part may be cited as the Auditor 
General Act. 


INTERPRETATION 


2. In this Act, 


“Auditor General” means the Auditor Gen- 
eral of Canada appointed pursuant to sub- 
section: 3(1); 

“Crown corporation” has the meaning 
assigned to that expression by subsection 
66(1) of the Financial Administration 
Act; 


“department” has the meaning assigned to 
that term by section 2 of the Financial 
Administration Act; 


“registrar” means the Bank of Canada and a 
registrar appointed under Part IV of the 
Financial Administration Act. 


AUDITOR GENERAL OF CANADA 


3. (1) The Governor in Council shall, by 
commission under the Great Seal, appoint a 
qualified auditor to be the officer called the 
Auditor General of Canada to hold office 
during good behaviour for a term of ten 
years, but the Auditor General may be 
removed by the Governor in Council on 
address of the Senate and House of 
Commons. 


(2) Notwithstanding subsection (1), the 
Auditor General ceases to hold office on 
attaining the age of sixty-five years. 


(3) Once having served as the Auditor 
General, a person is not eligible for re- 
appointment to that office. 


(4) In the event of the absence or incapaci- 
ty of the Auditor General or if the office of 
Auditor General is vacant, the Governor in 
Council may appoint a person temporarily to 
perform the duties of Auditor General. 


4. (1) The Auditor General shall 
be paid a salary equal to the salary of a 
puisne judge of the Supreme Court of 
Canada. 


(2) The provisions of the Public Service 
Superannuation Act, other than those relat- 
ing to tenure of office, apply to the Auditor 
General except that a person appointed as 
Auditor General from outside the Public Ser- 
vice may, by notice in writing given to the 
President of the Treasury Board not more 
than sixty days after the date of his appoint- 
ment as Auditor General, elect to participate 
in the pension plan provided for in the 
Diplomatic Service (Special) Superannua- 
tion Act in which case the provisions of that 
Act, other than those relating to tenure of 
office, apply to him and the provisions of the 
Public Service Superannuation Act do not 
apply to him. 

DUTIES 
$. The Auditor General is the auditor of 


the accounts of Canada, including those 
relating to the Consolidated Revenue Fund 
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Idem 


Report to 
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idem 


and as such shall make such examinations 
and inquiries as he considers necessary to 
enable him to report as required by this Act. 


6. The Auditor General shall examine the 
several financial statements required by sec- 
tion 55 of the Financial Administration Act 
to be included in the Public Accounts, and 
any other statement that the Minister of 
Finance may present for audit and shall 
express his opinion as to whether they 
present fairly information in accordance with 
stated accounting policies of the federal gov- 
ernment and on a basis consistent with that 
of the preceding year together with any 
reservations he may have. 


7. (1) The Auditor General shall report 
annually to the House of Commons 

(a) on the work of his office; and 

(6) on whether, in carrying on the work of 

his office, he received all the information 

and explanations he required. 


(2) Each report of the Auditor General 
under subsection (1) shall call attention to 
anything that he considers to be of signifi- 
cance and of a nature that should be brought 
to the attention of the House of Commons, 
including any cases in which he has observed 
that 


(a) accounts have not been faithfully and 
properly maintained or public money has 
not been fully accounted for or paid, where 
so required by law, into the Consolidated 
Revenue Fund; 

(6) essential records have not been main- 
tained or the rules and procedures applied 
have been insufficient to safeguard and 
control public property, to secure an effec- 
tive check on the assessment, collection 
and proper allocation of the revenue and to 
ensure that expenditures have been made 
only as authorized; 

(c) money has been expended other than 
for purposes for which it was appropriated 
by Parliament; 

(d) money has been expended without due 
regard to economy or efficiency; or 

(e) satisfactory procedures have not been 
established to measure and report the 
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effectiveness of programs, where such 
procedures could appropriately and rea- 
sonably be implemented. 


(3) Each annual report by the Auditor 
General to the House of Commons shall be 
submitted to the Speaker of the House of 
Commons on or before the 31st day of 
December in the year to which the report 
relates and the Speaker of the House of 
Commons shall lay each such report before 
the House of Commons forthwith after 
receipt thereof by him or, if that House is not 
then sitting, on the first day next thereafter 
that the House of Commons is sitting. 


8. (1) The Auditor General may make a 
special report to the House of Commons on 
any matter of pressing importance or urgen- 
cy that, in his opinion, should not be deferred 
until the presentation of his annual report. 


(2) Each special report of the Auditor 
General to the House of Commons made 
under subsection (1) or 20(2) shall be sub- 
mitted to the Speaker of the House of Com- 
mons and shall be laid before the House of 
Commons by the Speaker of the House of 
Commons forthwith after receipt thereof by 
him, or if that House is not then sitting, on 
the first day next thereafter that the House 
of Commons is sitting. 


9. The Auditor General shall 


(a) make such examination of the 
accounts and records of each registrar as 
he deems necessary, and such other exami- 
nations of a registrar's transactions as the 
Minister of Finance may require; and 
(5) when and to the extent required by the 
Minister of Finance, participate in the 
destruction of any redeemed or cancelled 
securities or unissued reserves of securities 
authorized to be destroyed under the 
Financial Administration Act; 
and he may, by arrangement with a regis- 
trar, maintain custody and control, jointly 
with that registrar, of cancelled and unissued 
securities. 


10. Whenever it appears to the Auditor 
General that any public money has been 
improperly retained by any person, he shall 
forthwith report the circumstances of the 
case to the President of the Treasury Board. 
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11. The Auditor General may, if in his 
opinion such an assignment does not inter- 
fere with his primary responsibilities, when- 
ever the Governor in Council so requests, 
inquire into and report on any matter relat- 
ing to the financial affairs of Canada or to 
public property or inquire into and report on 
any person or organization that has received 
financial aid from the Government of 
Canada or in respect of which financial aid 
from the Government of Canada is sought. 


12. The Auditor General may advise 
appropriate officers and employees in the 
public service of Canada of matters dis- 
covered in his examinations and, in particu- 
lar, may draw any such matter to the atten- 
tion of officers and employees engaged in the 
conduct of the business of the Treasury 
Board. 


ACCESS TO INFORMATION 


13. (1) Except as provided by any other 
Act of Parliament that expressly refers to 
this subsection, the Auditor General is en- 
titled to free access at all convenient times to 
information that relates to the fulfilment of 
his responsibilities and he is also entitled to 
require and receive from members of the 
public service of Canada such information, 
reports and explanations as he deems neces- 
sary for that purpose. 


(2) In order to carry out his duties more 
effectively, the Auditor General may station 
in any department any person employed in 
his office, and the department shall provide 
the necessary office accommodation for any 
person so stationed. 


(3) The Auditor General shall require 
every person employed in his office who is to 
examine the accounts of a department or of a 
Crown corporation pursuant to this Act to 
comply with any security requirements appli- 
cable to, and to take any oath of secrecy 
required to be taken by, persons employed in 
that department or Crown corporation. 


(4) The Auditor General may examine any 
person on oath on any matter pertaining to 
any account subject to audit by him and for 
the purposes of any such examination the 
Auditor General may exercise all the powers 
of a commissioner under Part | of the In- 
quiries Act. 


14. (1) Notwithstanding subsections (2) 
and (3), in order to fulfil his responsibilities 
as the auditor of the accounts of Canada, the 
Auditor General may rely on the report of 
the duly appointed auditor of a Crown corpo- 
ration or of any subsidiary of a Crown 
corporation. 


(2) The Auditor General may request a 
Crown corporation to obtain and furnish to 
him such information and explanations from 
its present or former directors, officers, 
employees, agents and auditors or those of 
any of its subsidiaries as are, in his opinion, 
necessary to enable him to fulfil his respon- 
sibilities as the auditor of the accounts of 
Canada. 


(3) If, in the opinion of the Auditor Gener- 
al, a Crown corporation, in response to a 
request made under subsection (2), fails to 
provide any or sufficient information or 
explanations, he may so advise the Governor 
in Council, who may thereupon direct the 
officers of the corporation to furnish the 
Auditor General with such information and 
explanations and to give him access to those 
records, documents, books, accounts and 
vouchers of the corporation or any of its 
subsidiaries access to which is, in the opinion 
of the Auditor General, necessary for him to 
fulfil his responsibilities as the auditor of the 
accounts of Canada. 


STAFF OF THE AUDITOR GENERAL 


15. (1) Such officers and employees as are 
necessary to enable the Auditor General to 
perform his duties shall be appointed in 
accordance with the Public Service Employ- 
ment Act. 


(2) Subject to any other Act of Parliament 
or regulations made thereunder, but without 
the approval of the Treasury Board, the 
Auditor General may, within the total dollar 
limitations established for his office in 


Appropriation Acts, contract for professional 
services. 


(3) The Auditor General may exercise and 
perform, in such manner and subject to such 
terms and conditions as the Public Service 
Commission directs, the powers, duties and 
functions of the Public Service Commission 
under the Public Service Employment Act, 
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other than the powers, duties and functions 
of the Commission in relation to appeals 
under sections 21 and 31 of that Act and 
inquiries under section 32 of that Act. 


(4) The Auditor General may suspend 
from the performance of his duty any person 
employed in his office. 


16. In respect of persons employed in his 
office, the Auditor General is authorized to 
exercise the powers and perform the duties 
and functions of the Treasury Board under 
the Financial Administration Act that relate 
to personnel management including the 
determination of terms and conditions of 
employment and the _ responsibility for 
employer and employee relations, within the 
meaning of paragraph 5(1)(e) and section 7 
of that Act. 


17. Any collective agreement affecting 
persons employed in the office of the Auditor 
General entered into before the coming into 
force of this Act remains in force and binds 
the Auditor General as employer of such 
persons until the expiry of that agreement. 


18. Classification standards may be pre- 
pared for persons employed in the office of 
the Auditor General to conform with the 
classifications that the Auditor General 
recognizes for the purposes of that office. 


19. The Auditor General may designate a 
senior member of his staff to sign on his 
behalf any opinion that he is required to give 
and any report, other than his annual report 
on the financial statements of Canada made 
pursuant to section 55 of the. Financial 
Administration Act and his reports to the 
House of Commons under this Act and any 
member so signing an opinion or report shall 
indicate beneath his signature his position in 
the office of the Auditor General and the 
fact that he is signing on behalf of the Audi- 
tor General. 
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20. (1) The Auditor General shall annual- 
ly prepare an estimate of the sums that will 
be required to be provided by Parliament for 
the payment of the salaries, allowances and 
expenses of his office during the next ensuing 
fiscal year. 


(2) The Auditor General may make a 
special report to the House of Commons in 
the event that amounts provided for his 
office in the estimates submitted to Parlia- 
ment are, in his opinion, inadequate to 
enable him to fulfil the responsibilities of his 
office. 


21. The provisions of the Financial 
Administration Act with respect to the divi- 
sion of appropriations into allotments do not 
apply in respect of appropriations for the 
office of the Auditor General. 


AUDIT OF THE OFFICE OF THE AUDITOR 
GENERAL 


22. (1) A qualified auditor nominated by 
the Treasury Board shall examine the 
receipts and disbursements of the office of 
the Auditor General and shall report annual- 
ly the outcome of his examinations to the 
House of Commons. 


(2) Each report referred to in subsection 
(1) shall be submitted to the President of the 
Treasury Board on or before the 31st day of 
December in the year to which the report 
relates and the President of the Treasury 
Board shall lay each such report before the 
House of Commons within fifteen days after 
receipt thereof by him or, if that House is not 
then sitting, on any of the first fifteen days 
next thereafter that the House of Commons 
is sitting. 
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Auditor General Act 


CONSEQUENTIAL AND RELATED 
AMENDMENTS 


23. Part VII of the Financial Administra- 
tion Act is repealed. 


24. (1) Part I of Schedule I to the Public 
Service Staff Relations Act is amended by 
deleting therefrom the words “Office of the 
Auditor General of Canada”’. 


(2) Part II of Schedule I to the Public 
Service Staff Relations Act is amended by 
adding thereto the words “Office of the 
Auditor General of Canada”’. 


25. Section 16 of the Established Pro- 


grams (Interim Arrangements) Act is 
repealed and the following substituted 
therefor: 


“16. Nothing in this Act shall be con- 
strued to restrict the powers of the Auditor 
General of Canada under the Auditor 
General Act.” 


26. Section 27 of the French version of the 
Pilotage Act is repealed and the following 
substituted therefor: 


“27. Le vérificateur général vérifie 
chaque année la comptabilité et les opéra- 
tions financiéres de chaque Administration 
et en fait rapport au Ministre.” 


27. Subsection 23(5) of the Northwest 
Territories Act is repealed and the following 
substituted therefor: 


PART Il 


“(S) The Auditor General has, in con- 
nection with his examination of the 
accounts of the Territories, all the powers 
that he has under the Auditor General Act 
in connection with the examination of the 
accounts of Canada.” 


28. Subsection 26(5) of the Yukon Act. is 
repealed and the following substituted 
therefor: 


“(S) The Auditor General has, in con- 
nection with his examination of the 
accounts of the Territory, all the powers 
that he has under the Auditor General Act 
in connection with the examination of the 
accounts of Canada.” 


29. Section 15 of the French version of the 


Unemployment Insurance Act, 1971 is 
repealed and the following substituted 
therefor: 

“15. Le vérificateur général vérifie 


chaque année la comptabilité et les opéra- 
tions financiéres de la Commission et en 
fait rapport au Ministre.” 


30. Whenever, in the French version, the 
expression “‘auditeur général” appears in any 
provision of an Act listed in the schedule to 
this Act, there shall in every case, unless the 
context otherwise requires, be substituted the 
expression “vérificateur général”. 


PART III 
COMMENCEMENT 
Cone into 31. This Act shall come into force on a 
orce 


day to be fixed by proclamation. 


(The Act came into force 1 August 1977) 
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Appendix B 


FINANCIAL ADMINISTRATION ACT 


RiS.5 chFa10 


Extracts from Part VIII 


CROWN CORPORATIONS 


76. The auditor is entitled to have access 
at all convenient times to all records, 
documents, books, accounts and vouchers of a 
corporation, and is entitled to require from 
the directors and officers of the corporation 
such information and explanations as he 
deems necessary. R.S., c. 116, s. 86. 


77. (1) The auditor shall report annually 
to the appropriate Minister the result of his 
examination of the accounts and financial! 
statements of a corporation, and the report 
shal] state whether in his opinion 


(a) proper books of account have been kept 

by the corporation; 

(6) the financial statements of the corpora- 

tion 
(1) were prepared on a basis consistent 
with that of the preceding vear and are 
in agreement with the books of account, 
(11) 1n the case of the balance sheet, give 
a true and fair view of the state of the 
corporation’s affairs as at the end of the 
financial year, and 
(111) in the case of the statement of 
income and expense, give a true and fair 
view of the income and expense of the 
corporation for the financial year; and 


(c) the transactions of the corporation that 
have come under his notice have been 
within the powers of the corporation under 
this Act and any other Act applicable to 
the corporation; 


and the auditor shall call attention to any 
other matter falling within the scope of his 
examination that in his opinion should be 
brought to the attention of Parliament. 


(2) The auditor shall from time to time 
make to the corporation or to the appropriate 
Minister such other reports as he may deem 
necessary or as the appropriate Minister may 
require. 


(3) The annual report of the auditor shall 


be included in the annual report of the 
corporation. 
(4) Notwithstanding section 68, this 


section operates in heu of section 132 of the 
Caneda Corporations Act or sections 139 to 16] 


of the Canade Business Corporations Act, as the 


oH, 


case may be. 


78. In any case where the auditor is of the 
opinion that any matter in respect of a 
corporation should be brought to the attention 
of the Governor in Council, the Treasury 
Board or the Minister of Finance, such report 
shall be made forthwith through the appro- 
priate Minister. R.S., c. 116, s. 88. 
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REPORTS OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 
TO THE HOUSE OF COMMONS: 


Page 
NINTH REPORT - November 23, 1981 SLT 


(Department of National Revenue 
- Taxation) 


TENTH REPORT - November 23, 1981 eae) 
(Department of Veterans! Affairs) 
TWELFTH REPORT - December 17, 1981 581 


(Information for Parliament - Reform 
of the Estimates) 


THIRTEENTH REPORT - March 22, 1982 583 
(Financial Statements of the Government 
of Canada for the fiscal year ended 
March 31, 1981) 

FOURTEENTH REPORT - May 26, 1982 585 


(Corporation of the National 
Museums of Canada) 


FIFTEENTH REPORT - May 26, 1982 587 


(Eldorado Nuclear Limited and 
Eldorado Aviation Limited) 


SIXTEENTH REPORT - June 23, 1982 589 
(Post Office Department) 
SEVENTEENTH REPORT - July 30, 1982 She 


(The Miscellaneous Report) 


(Note: The Eleventh Report, November 23, 1981, dealt with the 
administration of the Committee and is not reproduced in this 


Appendix). 
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Appendix C 


NINTH REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 
TO THE HOUSE OF COMMONS, NOVEMBER 23, 1981 


EPORTS TO THE HOUSE 


fonday, November 23, 1981 


The Standing Committee on Public Accounts has the 
ynour to present its 


NINTH REPORT 


1. In accordance with its permanent Order of Reference 
tained in the Standing Orders of the House of Commons, 
uur Committee has considered the Report of the Auditor 
eneral of Canada to the House of Commons for the fiscal 
ar ending March 31, 1980 and, in particular, Chapter 8, 
omprehensive Audit of the Department of National Reve- 
le—Taxation (the Department). 


2. The co-operation of the witnesses who appeared before 
ur Committee is acknowledged and appreciated. 


3. Your Committee heard testimony on the major issues 
ising from the comprehensive audit of the Department, with 
iphasis on: 


(a) the tax gap; and 


(b) the need for improved Electronic Data Processing 
(EDP) security measures. 


1e Tax Gap 


4. The Department stated that the tax gap, which it defined 

an estimate of the dollar value of non-compliance by 
‘payers (based on a random sample of all categories of 
‘payers), had proven to be a costly and unsatisfactory 
asure of effectiveness for compliance programs. 


5. The Auditor General disagreed with the Department 
out the value of obtaining tax gap information. The Auditor 
neral views the tax gap both as a measure of the Depart- 
mt’s program effectiveness and as a potential means to 
luce non-compliance by aiding the Department to identify 
egories of individuals and corporations who are not comply- 
, with the tax laws. The Auditor General recommended that 
y tax gap information compiled by the Department be 
closed to Parliament. 


5. Your Committee notes the differing views of the Auditor 
neral and the Department on the tax gap and agrees with 
Department that better techniques to measure program 
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effectiveness than the tax gap, should be pursued. The Depart- 
ment has indicated to the Auditor General that it will generate 
further tax gap information on a five-year cycle. Your Com- 
mittee suggests that the Department abandon the collection of 
such information in view of the unreliability of the estimate, 
the undue cost involved, and the potential negative impact on 
taxpayer compliance that publishing this information would 
have. 


7. Your Committee noted the testimony of an independent 
witness, formerly employed by the Department, who stated 
that the Department had not made full or proper use of a 
computer system developed by him. This computer system, 
although initially designed as an aid to employee evaluation 
(and capable of generating cost savings for the Department in 
that area), could also yield information which would enable 
the Department to reduce the tax gap by identifying individu- 
als and corporations which were not in full compliance with 
the tax laws. 


The Need for Improved EDP Security Measures 


8. Your Committee noted the distinction between continuity 
of the Department’s EDP operations, on the one hand, and 
disaster planning with respect to these operations, on the other 
hand. Your Committee is satisfied that sufficient evidence has 
been presented to the effect that continuity of the Depart- 
ment’s EDP operations is assured by measures presently in 
place. 


9. Your Committee does not consider that further expendi- 
ture of resources for disaster planning by the Department is 
warranted. 


Recommendations 
10. Your Committee recommends that: 


(a) the Department significantly improve its computer sys- 
tems so that individuals and corporations not in full compli- 
ance with the tax law be identified; 


(6) the Department abandon the collection of tax gap 
information; 


(c) the Department introduce techniques to measure overall 
program effectiveness; 


(d) the Department ensure that there is no unnecessary 
duplication of computer material; 
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(e) the Department not devote further resources to disaster March 31, 1982 and respond to the recommendations made 


planning in view of the general satisfaction of this Commit- in this Report. 
tee with the measures already in place to ensure continuity 
of EDP operations; and 11. A copy of the relevant Minutes of Proceedings and 


Evidence (Issues Nos. 30, 31, 38 and 39 of the First Session 


(f) the Department report back to your Committee by of the Thirty-second Parliament) is tabled. 


Respectfully submitted, 


BILL CLARKE 


Chairman 
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TENTH REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 
TO THE HOUSE OF COMMONS, NOVEMBER 23, 1981 


=PORTS TO THE HOUSE 


onday, November 23, 1981 


The Standing Committee on Public Accounts has the 
nour to present its 


TENTH REPORT 


1. In accordance with its permanent Order of Reference 
ntained in the Standing Orders of the House of Commons, 
ur Committee has considered the Report of the Auditor 
sneral of Canada to the House of Commons for the fiscal 
ar ending March 31, 1980 and, in particular, Chapter 10, 
e Comprehensive Audit of the portfolio of the Department of 
tterans’ Affairs (the Department). The Auditor General 
derstands that this portfolio includes the Canadian Pension 
ymmission and three other agencies associated with the 
partment of Veterans’ Affairs proper. Your Committee, 
ile adopting this usage of the Auditor General in this report, 
tes that the Canadian Pension Commission is an independ- 
t body. 


2. The co-operation of the witnesses who appeared before 
ur Committee is acknowledged and appreciated. 


3. Your Committee heard testimony on the major issues 
ising from the comprehensive audit of the Department, with 
iphasis on: 


(a) readjustment to the aging veteran; 
(6) relocation of the Department to Charlottetown, P.E.I.; 


(c) transfers of hospitals from the Department to the prov- 
inces; and 


(d) ‘“‘sunset” provisions for departmental programs. 


sad justment to the Aging Veteran 


4. The Department presented statistics which projected a 
nificant increase in the number of veterans aged 65 and 
er with the peak occurring in 1991. Age 65 is a common 
tirement age and also the time when the manifestations of 
ing begin to appear, thereby generating increased demand 
' the related services of the Department. 


5. The Auditor General was concerned that the Depart- 
ment’s planning process is inadequate. Your Committee shares 
this concern. 


6. In view of increasing demand for pensions, which are 
under the jurisdiction of the Canadian Pension Commission, 
the Auditor General was also concerned about unduly lengthy 
pension processing times. The average processing time, based 
on Canadian Pension Commission estimates and data con- 
tained in Commission reports for May 1980, is 11 months if a 
pension application is successful at the Commission level. If, 
on the other hand, a pension application goes through all levels 
of the adjudication process, the average processing time can 
extend to 46 months. Such lengthy processing times are com- 
pletely unacceptable to your Committee. Therefore, your 
Committee recommends that the Canadian Pension Commis- 
sion provide your Committee with a report by March 31, 1982 
indicating the resource costs, and the systems and legislative 
changes which would be required to enable the Commission to 
process pension applications through all levels in a maximum 
of 180 days. 


7. The Auditor General recommended that the Canadian 
Pension Commission formalize pension processing time stand- 
ards. Such standards would enable the Commission to register 
each application and follow it through the system so that at 
any given time it can be determined not only at what stage of 
processing it is, but also how long it has been there and why. 
The Commission has promised that these standards will be in 
place by the end of 1981. 


8. Your Committee recommends, in view of the importance 
of prompt payment to potential pension recipients, that the 
Canadian Pension Commission take measures beyond its pro- 
posed implementation of processing time standards in order to 
expedite pension settlements. 


Relocation of the Department to P.E.I. 


9. Your Committee is concerned about the negative effects 
of the relocation of the Department to Charlottetown, P.E.I. 
For example, the Department will not provide sustained oppor- 
tunities for regional economic development because, within 
twenty years, the need for such a department may disappear. 
Another negative factor is the disruption in the Department’s 
services caused by staff dislocation (in terms of communica- 
tions and other facilities in the new headquarters) and by the 
unwillingness of most personnel to relocate. These problems 
are compounded by the possibility that the officials of the 
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Department will use the relocation as an excuse for future 
inefficiency. 


10. Despite the obvious costliness of the relocation, your 
Committee is of the opinion that the move, if it must be made, 
be completed with due regard for economy and efficiency. In 
addition, the Department should ensure that there is no 
duplication of head office staff between P.E.I. and Ottawa. 


Hospital Transfers 


11. Although a major part of the Department’s rationale for 
hospital transfers to the provinces related to the need to 
guarantee the high quality of hospital care enjoyed by veter- 
ans, several Committee members had received complaints to 
the effect that this care had deteriorated. Many veterans who 
are treated in transferred hospitals have feelings of alienation 
and other complaints, yet the Department often denies its 
responsibility for their problems. 


12. Your Committee recommends that the Department take 
stronger measures than are presently in force to minimize and, 
if possible, eliminate problems faced by veterans in terms of 
the level and quality of treatment afforded them in hospitals 
which have been transferred. The manner in which veterans’ 
complaints are received should be reviewed in an endeavor to 
monitor conditions and to correct situations that are already 
unreasonable. 


13. Your Committee noted that cost-sharing agreements 
with provinces relating to services provided to veterans in both 
transferred and Veterans’ Affairs administered hospitals were 
unclear, in terms of the form of payments to the provinces. In 
some cases these agreements were inequitable, in that the 
Department had to pay the full cost of veterans’ chronic care, 
without reimbursement from the province’s medical insurance 
scheme when applicable. Your Committee recommends that 
the Department negotiate fair and equitable cost-sharing 
agreements with the provinces. 


14. Your Committee also recommends that the Department 
expedite the transfer of its two remaining hospitals, together 
with the two veterans’ homes still under its jurisdiction. Until 
such time as the transfer process is completed, the Department 
should implement the recommendations of the Auditor Gener- 
al relating to the need for improved administration and opera- 
tion of hospitals. 


“Sunset” Provisions for Departmental Programs 


15. Your Committee noted that, in most cases, there will be 
a notable decline in the demand for services of the Department 
and its associated agencies by the turn of the century. For 
example, the Veterans’ Land Administration (VLA), under 
whose provisions lending was terminated in 1977, has a clearly 
defined “sunset” around the year 2007. 
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16. Your Committee recommends that the Department an 
associated agencies take steps now to plan for the reductia 
and, in many cases, elimination of programs for which n 
appreciable clientele will exist within twenty years. Measure 
to reduce the scale of departmental staff and related expend 
tures should be particularly well advanced in the case of VL, 
and programs like it. More generally, your Committee recon 
mends that the Department give serious consideration to i 
possible eventual attachment to the appropriate branches < 
federal departments, e.g., the Medical Services Branch of th 
Department of National Health and Welfare. 


Summary of Recommendations 
17. Your Committee recommends that: 


(a) the Department improve its planning process an 
respond to the Auditor General’s criticism in this regard; 


(b) the Canadian Pension Commission take measures t 
expedite its pension settlements; 


(c) the Government consider a change in the reportin 
procedures of the Canadian Pension Commission so that 
becomes more responsive to Parliament; 


(d) no duplication of head office or other staff positions b 
allowed to occur through the Department’s relocation t 
Charlottetown, P.E.I.; 


(e) the Department try to eliminate problems encountere 
by veterans in transferred hospitals; 


(f) the Department negotiate equitable hospital cost-sharir 
agreements with the provinces; 


(g) the Department expedite the transfer of its remainir 
two hospitals and two veterans’ homes; 


(h) the Department develop an action plan for the reductic 
or elimination of its programs to reflect the expected redu 
tion in demand; 


(i) the Canadian Pension Commission provide your Commi 
tee with a report by March 31, 1982 indicating the resourc 
costs, and the systems and legislative changes which woul 
be required to enable the Commission to process pensic 
applications through all levels in a maximum of 180 day 
and 


(j) the Department and the Canadian Pension Commissio 
report back to your Committee by March 31, 1982 an 
respond to the recommendations made in this report. 


18. A copy of the relevant Minutes of Proceedings an 
Evidence (/ssues Nos. 32, 33, 38 and 39 of the First Sessic 
of the Thirty-second Parliament) is tabled. 


Respectfully submitted, 
BILL CLARK 


Chairman 
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TWELFTH REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 
TO THE HOUSE OF COMMONS, DECEMBER 17, 1981 


PORT TO THE HOUSE 


ursday, December 17, 1981 


The Standing Committee on Public Accounts has the 
nour to present its 


TWELFTH REPORT 


1. In accordance with its permanent Order of Reference 
itained in the Standing Orders of the House of Commons, 
ur Committee has considered the Report of the Auditor 
neral of Canada to the House of Commons for the fiscal 
ar ended March 31, 1980 and, in particular, Paragraphs 
1—1.53—Information for Parliament (Reform of the 
timates). 


2. The co-operation of the Honourable Donald Johnston, 
esident of the Treasury Board, and the other witnesses who 
peared before your Committee is acknowledged and 
preciated. 


3. In February 1981, your Committee held four meetings 
d heard testimony from the President of the Treasury Board 
d his officials on the Government’s proposals to reform the 
ucture and contents of the Estimates over the next four 
ars. The revised Estimates were presented in three parts: the 
wernment Expenditure Plan (Part I) which provides an 
srview of total government expenditure plans; the Estimates 
art II) which form the basis upon which Parliament grants 
nding authority to the Government; and the Program Ex- 
nditure Plans (Part III) which provide further details of the 
partmental programs and activities. These proposals were a 
nprehensive response to the criticism of the present Esti- 
ites made by many Members and Committees of the House 
Commons, by the Auditor General, and by the Royal 
mmission on Financial Management and Accountability. 


4. After examining the Government Expenditure Plan (Part 
for 1981-82 and the illustrative Program Expenditure Plans 
art III) of two departments for 1980-81, your Committee 
ncluded that there was insufficient exposure of the reforms 
the Estimates to parliamentarians from the four meetings. 
uur Committee, therefore, recommended that the Comptroll- 
General of Canada undertake a survey of individual and 
all groups of Members to evaluate, on a broader basis, 
ether the proposed reforms met the needs of parliamentari- 
; and to report back the results of this evaluation to your 
mmittee. 
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5. Senior representatives of the Offices of the Comptroller 
General and Auditor General interviewed 25 Members select- 
ed from a list of interested Members given to them by Caucus 
Chairmen and Public Accounts Committee Chairmen, past 
and present. 


6. Your Committee reviewed the Members’ survey and 
supports its conclusions which are as follows: 


(a) the proposed three-part revisions to the Estimates pro- 
vide a significant improvement in the information available 
to Parliament; 


(5) the prototype Program Expenditure Plans for depart- 
ments and agencies generally satisfy the parliamentary 
needs of Members with the structure and level of detail 
provided by these documents; 


(c) further development of the Estimates must ensure the 
integrity and completeness of information; and 


(d) further implementation of the Estimates revisions must 
continue across government and must have a high priority. 


7. Your Committee commends the Comptroller General of 
Canada for the progress he has made to date in the Estimates 
Project and strongly supports the work he is doing in providing 
greater accountability by government to Parliament and in 
improving the expenditure process through Estimates reform. 


8. Your Committee notes in particular the introduction of 
the reporting of actual program performance information in 
each of the departmental Program Expenditure Plans. Your 
Committee endorses this form of reporting since it will help 
Parliament to hold departments accountable for their actions. 


9. Your Committee expressed the following concerns in the 
course of its meetings: 


(a) the need to provide procedures to ensure that the 
integrity, accuracy and consistency of information in the 
Program Expenditure Plans of departments are preserved 
and maintained; 


(b) the need to show clearly total government spending and 
to eliminate the practice of netting revenues against expen- 
ditures where appropriate; 


(c) the need to commence the revision of the Supplementary 
Estimates so that they will conform with the form of the 
Main Estimates; and 
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(d) the need to provide a guide to the Estimates to assist the 
users of these documents. 


10. Your Committee notes that the Comptroller General of 
Canada is taking steps to address each of the above concerns 
in the areas within his mandate. Your Committee will be 
monitoring his progress in this regard. 


11. With respect to the impact of the new revised Estimates 
on the parliamentary committee system, your Committee con- 
cludes that committee reforms will be necessary in order to 
assist members to specialize in the different subject areas. 
Special briefings for Members and staff will be required. 


Recommendations 
12. Your Committee recommends that: 


(a) the President of the Treasury Board give a high priority 
to the full implementation of the Estimates Project, and that 
he ensure its completion by fiscal year 1985-86; 
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(6) the President of the Treasury Board provide your Com 
mittee with a progress report on the implementation of the 
Estimates Project before October 31 of each year until the 
Project has been fully implemented; 


(c) the Comptroller General of Canada provide your Com. 
mittee, before March 31, 1982, with a report on the actior 
taken with respect to the netting of revenues against expen. 
ditures for fiscal year 1982-83; and 


(d) the President of the Privy Council, in proposing parlia. 
mentary reform, give due consideration to the revised form 
of the Estimates as it relates to the parliamentary committeg 
system and consult with the President of the Treasury Boarc 
and the Auditor General in this regard. 


13. A copy of the relevant Minutes of Proceedings anc 


Evidence (Jssues Nos. 23, 24, 25, 26, 36, 37 and 41 of the 
First Session of the Thirty-Second Parliament) is tabled. 


Respectfully submitted, 


Bill Clarke 


Chairman 


Appendix C 


THIRTEENTH REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 
TO THE HOUSE OF COMMONS, MARCH 22, 1982 


PORT TO THE HOUSE 


nday, March 22, 1982 


he Standing Committee on Public Accounts has the 
our to present its 


THIRTEENTH REPORT 


. In accordance with its permanent Order of Reference 
tained in the Standing Orders of the House of Commons, 
r Committee has considered the following Sections of the 
lic Accounts of Canada, Volume I, for the fiscal year 
ed March 31, 1981: 


a) Section 2—Audited Financial Statements of the Gov- 
rnment of Canada; and 


b) Section 3—Observations by the Auditor General on the 
‘inancial Statements of the Government of Canada. 


. The co-operation of the witnesses who appeared before 
t Committee is acknowledged and appreciated. 


. Your Committee heard testimony from the Auditor Gen- 
and, on behalf of the Government, the Comptroller Gener- 
oncerning the two aforementioned Sections of Volume I of 
1981 Public Accounts. The greater part of the testimony 
ted to the following three major issues, with the latter two 
es arising from the two reservations in the Auditor Gener- 
Opinion: 

a) problems arising from existing accounting principles for 
overnments; 


b) loans and subscriptions for international development 
ssistance (soft loans); and 


c) unrecorded liabilities. 


‘ounting Principles 


. Your Committee wishes to point out that generally 
epted accounting principles were developed by the account- 
profession for use in the private sector. These are different 
n the accounting policies followed by the Government of 
iada. It may well be that the principles developed for the 
‘ate sector may not be suitable for the public sector. 


. The Auditor General stated that reporting objectives and 
ear understanding of the use and purpose of the Govern- 
it’s summary financial statements must be established 
yre accounting principles for governments are further 
eloped. 
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6. The Comptroller General, speaking for the Government, 
stated that existing accounting principles must comply with 
legislation governing the preparation of the accounts and 
financial statements of the Government of Canada. Your 
Committee is therefore concerned that present legislation may 
require amendment in order to improve the financial reporting 
of the Government of Canada. 


7. The Comptroller General indicated that major studies on 
the purpose and objectives of summary level reporting for the 
Government of Canada and on accounting principles were 
under way. For example, the Canadian Institute of Chartered 
Accountants (CICA) has formed the “Public Sector Account- 
ing and Auditing Committee”. Your Committee urges the 
Office of the Comptroller General to expedite its studies and 
encourages the Government to maintain close co-ordination 
with the CICA and others on these matters. Your Committee 
intends to monitor the progress of the Comptroller General’s 
studies each year. 


8. Your Committee is concerned that there is no clear legal 
definition of ministerial responsibilities for preparation of the 
Government’s financial statements and for developing account- 
ing policy. Your Committee noted the Auditor General’s 
observation on the need for strong central direction in this 
regard within the Government of Canada. Your Committee 
therefore recommends that appropriate amendments to the 
Financial Administration Act be made to vest the responsibili- 
ty and authority for the improvement of government account- 
ing in the President of the Treasury Board. 


Soft Loans 


9. Your Committee notes the differing views of the Auditor 
General and the Government on the issue of the valuation of 
soft loans. The Auditor General stated his view that the 
Government should proceed immediately to write down and 
revalue loans and subscriptions for international development 
assistance, i.e. soft loans. The Government, on the other hand, 
stated that the purposes of the financial statements are best 
met by current accounting practice in respect of soft loans and 
that the consistency of the accounts is also ensured by current 
procedure. 


10. Your Committee wishes to withhold any recommenda- 
tions at this time pending the results of the aforementioned 
studies of the Comptroller General. However, your Committee 
wishes to stress the urgency of developing accounting princi- 
ples for governments in order to resolve issues such as the 
valuation of soft loans. 
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Unrecorded Liabilities 


11. Your Committee heard testimony from the Auditor 
General, in support of the opinion contained in his second 
reservation to the Government’s financial statements, to the 
effect that there should be a more complete accounting and 
disclosure of liabilities, such as the indexed portion of pensions 
for retired public servants, employee termination benefits, and 
earned and unpaid vacation leave. The liability arising from 
the indexation of retirement annuities, i.e. the Supplemental 
Retirement Benefit Allowance (SRBA) Act, was estimated by 
the Auditor General to be $4.2 billion in 1981. The corre- 
sponding estimate for employee termination benefits was $1.2 
billion. However, there was no estimate for vacation leave 
because the Auditor General found that the information 
required was not readily available. 


12. Your Committee noted the views of the Government, as 
expressed in the testimony of the Comptroller General of 
Canada, that the unrecorded liabilities were not recorded for 
reasons of accounting consistency and because of certain 
impediments contained in the legislative framework, such as 
the SRBA Act. 


13. Your Committee recognizes the existence and the mag- 
nitude of liabilities for termination benefits and vacation leave. 
Your Committee wishes to stress the need for the Comptroller 
General to consider these liabilities in the course of his studies 
on accounting principles for governments. 


14. Your Committee accepts the opinion of the Auditor 
General that the liabilities arising from SRBA can be comput- 


ed. The Comptroller General subsequently stated that 
provisions of the SRBA Act preclude the recording of th 
liabilities. Your Committee recommends, therefore, that 
Government consider the advisability of amending the SR 
Act in order to record the actuarial deficiency as a liability 
the accounts of Canada. 


Summary of Recommendations 
15. Your Committee recommends that: 


(a) the Comptroller General report back to your Commit 
on the progress of the studies regarding accounting prin 
ples for governments by October 31, 1982 and annua 
thereafter, until these principles have been established a 
are in use in the Government of Canada; 


(b) the Government consider the advisability of amendi 
the Financial Administration Act to vest the responsibil 
and authority for the improvement of government accou 
ing in the President of the Treasury Board; and 


(c) the Government consider the advisability of amendi 
the SRBA Act in order to record the actuarial deficier 
arising from this Act as a liability in the accounts 
Canada. 


16. A copy of the relevant Minutes of Proceedings a 
Evidence (Jssues Nos. 38, 39 and 48 of the First Session 
the Thirty-Second Parliament) is tabled. 


Respectfully submitted, 


BILL CLAR 


Chairmar 
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Appendix C 


FOURTEENTH REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 
TO THE HOUSE OF COMMONS, MAY 26, 1982 


(PORTS TO THE HOUSE 


EDNESDAY, MAY 26, 1982 


The Standing Committee on Public Accounts has the 
nour to present its 


FOURTEENTH REPORT 


|. In accordance with its permanent Order of Reference 
itained in the Standing Orders of the House of Commons, 
ur Committee has considered the Report of the Auditor 
neral of Canada to the House of Commons for the fiscal 
ir ended March 31, 1981 and, in particular, Chapter 11, the 
mprehensive Audit of the Corporation of the National 
useums of Canada (the Corporation). 


2. The co-operation of the witnesses who appeared before 
ir Committee is acknowledged and appreciated. 


3. Your Committee heard testimony on the major issues 
sing from the comprehensive audit of the Corporation, with 
phasis on: 


(a) organizational weaknesses; and 


(b) management of collections. 


ganizational Weaknesses 


4. Your Committee is concerned that the Corporation’s 
ard of Trustees, although given wide-ranging responsibilities 
der the National Museums Act, is composed of voluntary, 
rt-time members, including the Chairman and Vice-Chair- 
in (excluding two ex-officio appointments). The Secretary- 
meral of the Corporation, who has the rank of deputy 
nister, is subject to by-laws established by the Board and 
2rcises only those duties assigned to him. Furthermore, your 
mmittee noted that each of the museum directors may 
ect the activities of his or her museum, under the Act, in a 
inner that is wholly independant of the Secretary-General. 
ur Committee concludes that there is a confusion of roles 
1 duties among the senior officers of the Corporation and 
"ees with the finding of the Auditor General that this 
‘trlapping and imprecision in defining duties within the 
tporation does not promote operational efficiency and 
‘ountability of managers for their respective tasks. 


Management of Collections 


5. Your Committee noted the Government’s recent 
announcement of the creation of a Crown corporation to build 
a new National Gallery and Museum of Man over the next 
five years. Your Committee also noted that no provision was 
made either for the other two national museums or for the 
acquisition of proper storage facilities for all the museums. 
Your Committee is concerned about the hazardous housing 
and serious deterioration of the Corporation’s collections. For 
example, your Committee considers it scandalous that the 
Invertebrate and History Collections of the National Museum 
of Man are housed in premises that have been condemned by 
the Dominion Fire Commissioner. Moreover, in the opinion of 
your Committee, the same scandalous conditions persist with 
respect to the housing of the National Aeronautical Collection 
at Rockcliffe air base. 


6. The Corporation stated that its National Inventory pro- 
gram provided a proper inventory control to support collections 
management. However, your Committee noted that this pro- 
gram was designed to inventory items in museums all across 
Canada and that, as the Auditor General has pointed out, the 
scope of the program had never been defined or evaluated. 
Your Committee concludes that the Corporation’s National 
Inventory program is deficient as a means of inventory control. 


Recommendations 
7. Your Committee recommends that: 


(a) the Minister of Communications urgently consider the 
advisability of an amendment to the National Museums Act 
to establish a position of deputy head status which has clear 
authority, accountability and responsibility to the Board of 
Trustees and for the Museum Directors within the Corpora- 
tion and that he do so in response to the findings of the 
Auditor General’s comprehensive audit, notwithstanding 
any other related enquiries, such as that of the Federal 
Cultural Policy Review Committee (The Applebaum-Héb- 
ert Committee); 


(6) the Corporation immediately ensure that collections are 
adequately and safely housed pending construction of the 
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new National Gallery and Museum of Man and that provi- 8. A copy of the relevant Minutes of Proceedings < 
sion be made for proper display and storage facilities for all Evidence (/ssues Nos. 46, 47 and 57 of the First Session 
the museums; and the Thirty-second Parliament) is tabled. 


(c) the Corporation immediately define and evaluate the Respectfully submitted, 


scope of its National Inventory program. 
BILL CLARI 


Chairman 
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Appendix C 


FIFTEENTH REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 
TO THE HOUSE OF COMMONS, May 26, 1982 


tEPORTS TO THE HOUSE 


NEDNESDAY, MAY 26, 1982 


The Standing Committee on Public Accounts has the 
\onour to present its 


FIFTEENTH REPORT 


1. In accordance with its permanent Order of Reference 
ontained in the Standing Orders of the House of Commons, 
our Committee has considered the Financial Statements of 
sIdorado Nuclear Limited and Eldorado Aviation Limited 
Eldorado) contained in Volume III of the Public Accounts of 
Sanada for the fiscal year ended March 31, 1981. 


2. The co-operation of the witnesses who appeared before 
our Committee is acknowledged and appreciated. 


3. Your Committee considered a number of issues related to 
sldorado’s financial statements, with emphasis on: 


(a) the role of Eldorado as an instrument of public policy; 


(6) the decision to close the Beaverlodge uranium mine at 
Uranium City, Saskatchewan; 


(c) Eldorado‘s capital expenditure approval process; and 


(d) the need to conduct a comprehensive audit of the 
_ company. 


The Public Policy Role 


4. Eldorado stated that it is not a direct instrument of public 
licy and emphasized its commercial orientation. However, 
‘our Committee noted the following instances of Government 
nvolvement in Eldorado’s affairs which contradict this state- 
nent and suggest a public policy role for the company: 
| (a) at the request of the Government, Eldorado agreed to 
develop a uranium refinery at Blind River, Ontario rather 
than at the company preferred site at Port Hope, Ontario. 
Your Committee understands that the cost to the company 
_ of this relocation of refinery expansion is considerable; 
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(6) in March of 1981, Eldorado received the Government’s 
14.5 million pound uranium stockpile in return for the 
issuance to the Government of common and preferred shares 
in the amount of $300 million. The infusion of equity capital 
occasioned by this stockpile transfer enabled Eldorado to 
withstand losses from the closure of the Beaverlodge mine. 
In addition, Eldorado has recently used part of this stockpile 
to acquire Gulf Minerals Canada Ltd., and thereby expand 
its mining holdings in Northern Saskatchewan; and 


(c) from time to time, the Government has offered Eldorado 
favourable financing in the form of low-interest, long-term 
loans. 


5. Your Committee concludes that Eldorado is subject to 
public policy constraints and that the Government should 
clearly and publicly define Eldorado’s public policy objectives. 
If the Government does not wish to set policy objectives for 
Eldorado, it should renounce its involvement in the company’s 
affairs and formally establish Eldorado’s status as a truly 
commercial Crown corporation. 


6. Your Committee wishes to emphasize, in the strongest 
possible terms, its concern that the corporate form of organiza- 
tion, as now used in Crown corporations, makes it possible for 
government activities involving the spending of substantial 
amounts of public funds to be carried on without adequate 
accountability to Parliament and Government. Your Commit- 
tee has expressed this concern in previous Reports to the 
House. Your Committee recommends that the Government 
introduce Crown corporations legislation which would: 


(a) enable the Government to establish and set objectives for 
government-controlled corporations; 


(6) improve the way Government and Parliament monitor, 
control and receive an accounting from Crown corporations 
for their use of public funds; and 


(c) establish a new ministry to oversee all Crown corpora- 
tions on behalf of the Government and report to Parliament 
in this regard. 


The Decision to Close Beaverlodge 


7. Evidence presented to your Committee by Eldorado clear- 
ly demonstrated that, as early as 1979, the company was 
aware of a trend towards higher operating costs, falling urani- 
um ore prices and declining ore quality in the Beaverlodge 
operation. By 1980, there was a substantial loss on these 
operations. Yet Eldorado’s expansion program at the Beaver- 
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lodge mine site and on support activities such as the purchase 
of a new aircraft appeared to continue up until the very day 
that the decision to close the mine was announced (in Decem- 
ber, 1981). Your Committee concludes, therefore, that 
Eldorado did not properly co-ordinate its decision to close the 
Beaverlodge mine with a winding-down of its expansion pro- 
gram at the mine. 


8. Your Committee is concerned that the closure of the 
Beaverlodge mine will not only cause many Eldorado 
employees to lose their livelihood but will also result in the 
eventual destruction of the economic viability of the town of 
Uranium City and of the surrounding communities of North- 
ern Saskatchewan that depend on Uranium City’s resources. 


9. Your Committee is pleased to note that Eldorado has 
awarded generous termination benefits to its Beaverlodge 
employees. Your Committee recommends that Eldorado con- 
tinue its vigorous involvement in the Task Force established to 
seek a future for Uranium City. Eldorado should endeavor to 
provide for the settlement of its obligations arising from this 
mine closure, paying particular attention to the Task Force 
recommendations. 


Capital Expenditure Approval Process 


10. Your Committee has reviewed Eldorado’s capital expen- 
diture approval process in terms of both the general informa- 
tion in the testimony and the specific responses to your Com- 
mittee’s detailed questions which were supplied in writing by 
the company. Your Committee was pleased to note the exist- 
ence of a number of specific controls in place in the company 
as regards the planning and execution of capital expenditures. 
However, your Committee was concerned that the company 
had no formal strategic planning process but rather appeared 
to rely on a three-year operational plan. Your Committee 
notes that strategic and operational planning are fundamental- 
ly different. Strategic planning establishes and reviews the 
fundamental goals of the organization and is a process having 
to do with the formulation of long-range, strategic, policy-type 
plans that determine the character or direction of the organi- 
zation; it includes the assessment of costs and benefits of 
alternatives and, in the public sector, responsiveness to govern- 
ment policy. Operational planning, on the other hand, is 
derived from strategic planning and may be defined as the 
process of assuring that specific tasks are carried out effective- 
ly and efficiently; it specifies the results anticipated, the goals 
to be achieved and the associated costs. 


11. While not questioning the volatility of the uranium 
market and the long lead times in project planning to which 
Eldorado is subject, your Committee noted that greater atten- 
tion to strategic planning with respect to the Beaverlodge mine 
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operations might have alerted the company to the eventua 
closure of this mine and resulted in considerable savings in thi: 
regard. Your Committee therefore recommends that Eldoradc 
establish a formal strategic planning capability. 


Comprehensive Audit 


12. Your Committee concluded in a previous Report tha 
Eldorado’s refusal to involve itself in a comprehensive audi 
was unacceptable and could not be justified for the reason: 
stated by the company. Your Committee also regrets the fac 
that the Auditor General has been replaced as Eldorado’ 
auditor by a private firm. Your Committee concludes that < 
comprehensive audit would be of benefit to Eldorado. In fact 
your Committee notes that such an audit might have alertec 
the company sooner to the need to close the Beaverlodge mine 
and reduced the costs incurred in this regard. 


Summary of Recommendations 
13. Your Committee recommends that: 


(a) the Government immediately establish public policy 
guidelines for Eldorado and see that the company operates 
with due regard for economy, efficiency and effectiveness ir 
the expenditure of public funds, or, that the Government 
renounce its involvement in Eldorado’s affairs and formally 
establish the company’s status as a truly commercial Crown 
corporation; 


(5) the Government consider the advisability of introducing 
Crown corporations legislation which would enable it te 
establish and set objectives for government-controlled corpo: 
rations, to improve the way Government and Parliament 
monitor, control and receive an accounting from Crown 
corporations for their use of public funds, and to establish a 
new ministry to oversee all Crown corporations on behalf of 
the Government and report to Parliament in this regard; 


(c) Eldorado continue its vigorous involvement in the Urani- 
um City Task Force and endeavor to provide for the settle- 
ment of its obligations arising from the closure of the 
Beaverlodge mine; 


(d) Eldorado establish a formal 
capability; 


strategic planning 


(e) Eldorado request a comprehensive audit of its opera- 
tions; and 


(f) Eldorado report back to your Committee by December 
31, 1982 and respond to the recommendations made in this 
Report. 


14. A copy of the relevant Minutes of Proceedings and 
Evidence (/ssues Nos. 42, 43 and 57 of the First Session of 
the Thirty-second Parliament) is tabled. 


Respectfully submitted, 
BILL CLARK! 


Chairman 


Appendix C 


SIXTEENTH REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 
TO THE HOUSE OF COMMONS, June 23, 1982 


(PORT TO THE HOUSE 


sdnesday, June 23, 1982 


[The Standing Committee on Public Accounts has the 
10ur to present its 


SIXTEENTH REPORT 


|. In accordance with its permanent Order of Reference 
itained in the Standing Orders of the House of Commons, 
ur Committee has considered the Report of the Auditor 
neral to the House of Commons for the fiscal year ended 
arch 31, 1981 and, in particular, has commenced consider- 
on of Chapter 13—the Comprehensive Audit of the Post 
fice Department. 


2. The co-operation of the witnesses who appeared before 
ur Committee is acknowledged and appreciated. 


3. As a result of the Canada Post Corporation Act, the Post 
fice Department became the Canada Post Corporation (the 
rporation) in October, 1981. It was, therefore, the Corpora- 
n that appeared before your Committee at hearings which 
re designed so that the Committee could better understand 
: Corporation’s plans to improve its operations. Your Com- 
ttee plans to complete its review of the comprehensive audit 
a later date. 


4. Your Committee heard testimony regarding the Corpora- 
n’s plans to improve its operations and considered the 
lowing major issues arising from this testimony: 


(a) quality of service; 

(b) audit responsibilities of the Auditor General; 
(c) labour relations; and 

(d) financial self-sufficiency. 


ality of Service 


5. Your Committee has received a listing of 18 performance 
licators used by management of the Corporation to evaluate 
ality of service and other areas of postal operations such as 
lustrial relations, management systems, and communica- 
ns. The Corporation declined to release further details of 
'se indicators because it finds no consensus as yet among its 
jtomers about their validity and because they change fre- 
ently and would subject the Corporation to evaluation 
iinst a set of moving targets. Your Committee expects the 
Tporation to report more fully on the 18 performance 
icators at a later date. 
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Audit Responsibilities of the Auditor General 


6. Your Committee noted that the Government has appoint- 
ed the Auditor General as joint auditor of the Corporation for 
an initial term of two years. Your Committee is opposed to the 
practice of joint auditing because it finds this to be wasteful, 
costly, and ineffective. Although it believes that the Auditor 
General ought to be the sole auditor of the Corporation, your 
Committee recognizes the provision in the Canada Post Corpo- 
ration Act for joint auditors. Your Committee is also con- 
cerned about a recent confirmation of the Government’s inten- 
tion not to renew the Auditor General’s mandate as joint 
auditor of the Corporation, as expressed in correspondence 
between the Prime Minister and the Auditor General. In view 
of the Auditor General’s considerable knowledge of postal 
operations and his uninterrupted term as auditor of the Post 
Office, your Committee concludes that the Auditor General 
ought to be retained as a joint auditor at least until such time 
as the Corporation achieves financial self-sufficiency. 


7. Your Committee observed that, in the absence of the 
appropriate Crown corporations legislation, the Auditor Gen- 
eral’s audit responsibilities are now limited to an attest audit, 
which he shares with the other joint auditor. Thus, the Auditor 
General, having undertaken his comprehensive audit of the 
Department, has no mandate to follow up on the findings of 
this audit or to conduct further comprehensive audits of the 
new Corporation. Your Committee feels that the Auditor 
General should be authorized to follow up on his current 
comprehensive audit report and to conduct future comprehen- 
sive audits of the Corporation. 


8. Your Committee noted an apparent conflict between the 
Auditor General’s responsibilities to report to Parliament 
under the Auditor General Act and his responsibility to report 
to the Corporation and the Minister as a joint auditor under 
the Canada Post Corporation Act. The circumstances under 
which the Auditor General reports first to Parliament or to the 
Corporation and the Minister are unclear. 


Labour Relations 


9. Your Committee was pleased to note the Corporation’s 
efforts to improve labour relations in areas such as payroll 
management and handling of grievances. Your Committee 
noted that this is one of the areas in which the Corporation has 
established performance indicators. Your Committee encour- 
ages these efforts on the part of the Corporation and requests 
that the Corporation provide the Committee with further 
details of these measures so that it can keep fully informed of 
progress in this area. 
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Financial Self-Sufficiency 


10. The Corporation stated that it has developed plans to 
achieve financial self-sufficiency and that these plans include a 
timetable for the attainment of specific objectives. In order to 
evaluate the Corporation’s progress in this regard, your Com- 
mittee requests that the Corporation provide it with this 
timetable. 


Recommendations 
11. Your Committee recommends that: 


(a) the Government retain the Auditor General as a joint 
auditor of the Corporation at least until such time as the 
Corporation achieves financial self-sufficiency; 
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(6) the Government consider the advisability of amending o 
enacting relevant legislation in order to clarify the reportin 
responsibilities of the Auditor General; 


(c) the Minister authorize the Auditor General to follow u 
on his current comprehensive audit report of the Post Offic 
Department and to conduct future comprehensive audits o 
the Corporation; and 


(d) the Corporation report back to your Committee b 
December 31, 1982 on the progress relative to the 1 
performance indicators, labour relations, and financia 
self-sufficiency. 


12. A copy of the relevant Minutes of Proceedings an 


Evidence (/ssues Nos. 44, 45 and 59 of the First Session o 
the Thirty-second Parliament) is tabled. 


Respectfully submitted, 


BILL CLARKE 


Chairman 


Appendix C 


SEVENTEENTH REPORT OF THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 
TO THE HOUSE OF COMMONS, July 30, 1982 


PORT TO THE HOUSE 


day, July 30, 1982 


fhe Standing Committee on Public Accounts has the 
jour to present its 


SEVENTEENTH REPORT 
(The Miscellaneous Report) 


. In accordance with its permanent Order of Reference 
tained in the Standing Orders of the House of Commons, 
ir Committee has considered the Report of the Auditor 
neral of Canada to the House of Commons for the fiscal 
r ended March 31, 1981 and, in particular, the following 
ee items: 


,—Chapter 3—Payroll Costs Management; 


3—Chapter 8—Comprehensive Audit of the Department of 
Fisheries and Oceans; and 


-—Paragraph 15.6—Department of Transport—Double 
Benefits to Canadian National resulting from failure to 
consider all significant financial implications of new 
legislation. 


). The co-operation of the witnesses who appeared before 
ir Committee is acknowledged and appreciated. 


-Payroll Costs Management 


}. Your Committee heard testimony from the central agen- 
; involved in payroll costs management, viz. the Treasury 
ard Secretariat (the Secretariat) and the Public Service 
mmission (the Commission), and considered a number of 
les, with emphasis on: 


a) the responsibilities of the Secretariat and the Commis- 
ion to enforce their policies; 


b) the division of responsibilities between the Secretariat 
ind the Commission; and 


c) the progress made by the Secretariat and the Commis- 
ion in the areas of human resources planning, training and 
nformation systems in light of the Auditor General’s 
‘comments. 


|. The Secretariat stated that it wished to exercise less 
trol over the monitoring, follow-up, and evaluation of its 
icies regarding the daily management of departments. Your 
mmittee agrees with the Auditor General’s statement that 
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the Treasury Board, through its Secretariat, has a responsibili- 
ty to monitor and evaluate its own policies. Your Committee 
feels that the Secretariat ought to exercise whatever measure 
of control is necessary to ensure that departments comply with 
its policies. 


5. Your Committee noted that the Secretariat and the 
Commission have reached an understanding regarding their 
mutual division of roles and responsibilities in the area of 
personnel management. Your Committee has received an out- 
line of this understanding in point form but finds many areas 
where responsibilities overlap or the division of responsibilities 
is unclear. Your Committee recommends that the agencies 
resolve these problems before they implement this division of 
responsibilities. 


6. Your Committee was informed that staff training and 
development is subject to the Secretariat’s policy guidelines 
and has been delegated to the Commission, for management 
and special area training, and to the departments, for line 
training functions. Once again, your Committee notes that the 
division of responsibilities between the two central agencies is 
unclear. Your Committee shares the Auditor General’s con- 
cern about the inadequacy of departmental processes for iden- 
tifying training needs and evaluating training programs. For 
example, departments have used training courses as rewards, 
rather than in response to systematically identified training 
needs through personnel appraisal systems. Your Committee 
feels that this practice must be eliminated. Your Committee 
concludes that the Secretariat has the responsibility to review 
its training policies and practices, together with those of 
departments, in order to ensure that needed improvements are 
made. 


7. The Secretariat and the Commission have admitted to 
duplication of human resources information systems. Your 
Committee shares the Auditor General’s concern that up to 60 
per cent of the data required for the public service is exactly 
the same as that required for the central agencies. Your 
Committee recommends that the responsible parties eliminate 
this wasteful duplication. 


B—Comprehensive Audit of the Department of Fisheries and 
Oceans (the Department) 


8. Your Committee heard testimony on the major issues 
arising from the comprehensive audit of the Department, with 
emphasis on: 


(a) overcapitalization in the fishing industry and related 


Public Accounts Committee - Seventeenth Report - July 30, 198 


fishing vessel subsidy programs of the Department (and of 
other Government departments); 


(b) cost-effectiveness of expenditures per species of fish; 


(c) weaknesses in the Department’s support services; and 


(d) efficiency and effectiveness of various programs of the 
Department, including the fish hatcheries program. 


9. The Auditor General reported that excess fishing capacity 
is a serious problem for the Canadian fishing industry. Your 
Committee was therefore concerned by his finding that the 
Department’s Fishing Vessel Assistance Program aggravated 
the problem of excess capacity in the fishing fleet. There were 
related inadequacies in the Department’s fishing vessel quota 
system. Your Committee has also been informed of other 
Government programs, such as those administered by the 
Department of Industry, Trade and Commerce, that subsidize 
the construction of unneeded vessels. Your Committee finds 
that these subsidies do not serve one of the Department’s 
major objectives, set forth in its Estimates before Parliament, 
viz. the rational and economic utilization of Canada’s fishery 
resources. Your Committee questions the usefulness of fishing 
vessel subsidies and recommends that these programs be 
reviewed. 


10. The Auditor General reported on the wide variations in 
the Department’s Maritime region expenditures per fish spe- 
cies—from 3 cents per dollar of landed value of scallops to 
$12.60 per dollar of landed value of salmon. In spite of the 
Department’s explanations, your Committee shares the Audi- 
tor General’s concern that the Department has not carried out 
an analysis to determine what relative level of expenditure 
would be appropriate to devote to each species. Your Commit- 
tee therefore recommends that the Department immediately 
undertake such an analysis to ensure an economic and cost- 
effective use of public monies in Canada’s fishery. 


11. The Auditor General found weaknesses in the Depart- 
ment’s support services in the areas of Electronic Data Proc- 
essing (EDP) management, payroll costs management, inter- 
nal audit, and facilities and materiel management. The 
Department acknowledged these weaknesses and undertook to 
implement corrective measures within a specific time frame. 
Your Committee requests a report by December 31, 1982 on 
the Department’s progress in improving support services. 


12. Your Committee reviewed the Auditor General’s find- 
ings on the economy, efficiency and effectiveness of various 
Department programs, including: 


(a) Fish hatcheries—Your Committee feels that the Depart- 
ment has serious problems of inefficiency and recommends 
that it implement corrective measures as soon as possible; 


(6) Allocation of fishing rights—Your Committee shares 
the Auditor General’s concern that the present allocation 
between inshore and offshore sectors results in a situation 


Dae 


where “... both sectors are prone to take too much fish te 
quickly, with resultant poor quality fish, huge inventori¢ 
surpassing demand and depressing price, and idle perio 
after quotas are caught.” Your Committee recommends thé 
the Department re-evaluate and redesign its allocation pre 
cesses in light of the Auditor General’s findings; and 


(c) Quality of socio-economic information in use in th 
Department—Your Committee feels that the informatio 
collected at the present time, such as cost and earning 
studies on the fishing fleet and data on fishermen’s incomes 
needs improvement and should be used more extensively i 
making allocation decisions. Your Committee therefor 
recommends that the Department improve the quality of it 
socio-economic information. 


Your Committee requests a progress report on the above item 
by December 31, 1982. 


C—Department of Transport—Double Benefits to th 


Canadian National Railway System (CN) 


i3. Your Committee heard testimony from the Department 
of Transport and Finance, the Canadian Transport Commis 
sion (CTC), the Auditor General and CN itself on the que: 
tion of double benefits to CN. A number of issues wer 
considered, with emphasis on: 


(a) the failure of the Department of Transport to conside 
all significant financial implications of the CN Capit 
Revision Act of 1978; and 


(6) the question of whether or not there were double benefit 
and, if so, what should be done about it. 


14. The passage of the CN Capital Revision Act in 197 
changed CN’s capital structure and its financial relationshi 
with the Government. Two aspects of this financial relation 
ship were CTC subsidies for the operation of uneconomi 
branch lines and passenger services and the Department c 
Transport payment of CN’s deficits prior to 1975. During th 
period 1971 to 1975, CN became eligible for these CT( 
subsidies and also incurred deficits, resulting in compensatio 
from Transport. The practice was to deduct the amount o 
CTC subsidies in any given year before calculating th 
Department of Transport deficit compensation. Howevet 
approximately $150 million of CTC subsidy payments wer 
delayed and remained outstanding when the recapitalizatio 
legislation was being drafted in 1977. The Auditor Genera 
found, and the Department of Transport stated before you 
Committee, that the officials of Transport had not consideret 
the unpaid CTC subsidies when putting the recapitalizatio 
legislation before their Minister and Cabinet. This resulted ii 
double benefits to CN when CTC paid $53 million of thes 
subsidies over the 1978 to 1980 period. In addition, Transpor 
officials did not consult with CTC at any time. Your Commit 
tee finds these omissions on the part of the officials of Trans 
port highly regrettable and recommends that the Treasur: 
Board take measures to ensure that the financial implication 


new legislation are properly understood so that situations 
> this do not recur. In particular, your Committee recom- 
nds that the Privy Council Office ensure that all depart- 
nts adhere to its Guidance Manual for the Preparation and 
ndling of Cabinet Papers. 


|S. Having established that CN received double benefits, 
ir Committee feels that the Government should comply 
h the recommendation of the Auditor General and resolve 
s matter, in light of CN’s continuing claim for pre-1978 
'C subsidies, and that the Government report back to your 
mmittee by December 31, 1982. 


commendations 


16. With respect to Payroll Costs Management, your Com- 
ttee recommends that: 


(a) the Treasury Board Secretariat exercise whatever meas- 
ure of control is necessary to ensure that departments 
comply with its policies; 


(b) the Treasury Board Secretariat and the Public Service 
Commission resolve problems of a lack of clarity and over- 
lapping responsibilities before they implement the division of 
responsibilities that they outlined to your Committee; 


c) the Treasury Board Secretariat and the Public Service 
Commission review their training policies and practices, 
ogether with those of departments, in order to ensure that 
he improvements recommended by the Auditor General are 
nade; and 


d) the central agencies and departments responsible for the 
luplication of human resources information systems elimi- 
1ate such duplication. 


17. With respect to the comprehensive audit of the Depart- 
nt of Fisheries and Oceans, your Committee recommends 
It: 


a) the Government review its fishing vessel subsidy pro- 
yrams in order to assess their need and effectiveness; 


5) the Department immediately undertake an analysis of its 
elative levels of expenditure per species of fish in order to 
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better justify these expenditures and ensure an economic 
and cost-effective use of public monies in Canada’s fishery; 


(c) the Department improve its support services; 


(d) the Department implement corrective measures to 
improve the efficiency of its fish hatcheries; 


(e) the Department re-evaluate and redesign its allocation 
processes in light of the Auditor General’s findings; 


(f) the Department take measures to improve the quality of 
its socio-economic information and to make better use of 
this information in making allocation decisions; and 


(g) the Department report back to your Committee by 
December 31, 1982 on the above recommendations. 


18. With respect to the Department of Transport and pay- 


ment of double benefits to CN, your Committee recommends 
that: 


(a) the Department of Transport take measures to ensure 
that double benefits not occur; 


(b) the Treasury Board take measures to ensure that the 
financial implications of new legislation are properly under- 
stood by the responsible officials, their Minister and 
Cabinet; 


(c) the Privy Council Office ensure that all departments 
adhere to its Guidance Manual for the Preparation and 
Handling of Cabinet Papers; and 


(d) the Government resolve the question of double benefits 
to CN, and report back to your Committee by December 31, 
1982. 


19. A copy of the relevant Minutes of Proceedings and 


Evidence (Issues Nos. 51, 55, 56, and 62 of the First Session 
of the Thirty-second Parliament) is tabled. 


Respectfully submitted, 


BILE. CVARKE, 


Chairman. 
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PREFACE TO THE 
AUDITED FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF CANADA 


The accounting policies adopted by the Government and summarized in Note | to the 
financial statements are the result of continuing developments over the years and form the 
basis for the preparation of the financial statements, designed primarily to provide an 
accounting of the financial resources appropriated by Parliament. The fundamental require- 
ment to report compliance with legislative authority results in the presentation of financial 
information in a manner significantly different from that found in the private sector. The 
accrual basis of accounting used in the private sector best reflects the costs incurred to earn 
revenues; the policies followed by the Government, under which revenue is on the cash basis 
and expenditure (use of appropriations) is generally on the accrual basis, best accommodate 
reporting to Parliament. 


The four financial statements in this section, together with the accompanying notes, are 
presented for audit in compliance with Section 55 of the Financial Administration Act. These 
statements form the basis of the Government’s accounting for the management of the 
financial authorities granted by Parliament. Other sections in this volume, together with 
Volumes II and III of the Public Accounts, are designed to provide information supporting 
the financial statements. 


The first financial statement is the Statement of Transactions, which summarizes all 
transactions of the Government, as defined in Note 1 (ii), and shows how the financial 
requirements were met, and the effect of all transactions on the cash balance. The financial 
transactions are classified into four main categories: budgetary, non-budgetary, foreign 
exchange and unmatured debt. 


The first category, budgetary transactions, consists of all the transactions which enter into 
the calculation of the annua! deficit or surplus of the Government, that is the receipts from 
tax and non-tax revenue together with the expenditures authorized by Parliament. Revenue is 
recognized only when received and does not include amounts due but not collected. 
Budgetary expenditure, however, is recorded generally on the accrual basis. Expenditure 
includes charges for work performed, goods received, services rendered, transfer payments 
made, amortization of the actuarial deficiencies of the three main superannuation accounts, a 
provision for estimated losses on realization of recorded assets and accruals for interest on 
unmatured debt. Fixed assets, which include land, buildings, works and equipment, are not 
capitalized but are charged to budgetary expenditure at the time of acquisition or construc- 
tion. Budgetary expenditure does not include amounts payable or accrued at the year end, for 
items to be paid from statutory appropriations, employee termination benefits, unpaid annual 
vacation entitlements and the indexing of pensions. 


The second category, non-budgetary transactions, consists of loans, investments and 
advances made by the Government, the Government’s liability to outside parties from its role 
of administrator of certain public moneys received or collected for special purposes, and other 
liabilities recorded as a result of the budgetary accruals mentioned above. These transactions 
account for the change in the financial claims due to or financial obligations due by the 
Government, in accordance with the accounting policies referred to in Note | to the financial 
statements. 


The third category, foreign exchange transactions, reflects transactions with the Exchange 
Fund Account, whose principal objective is to aid in the control and protection of the external 
value of the Canadian dollar, together with an accounting of the net position of the 
Government with respect to the International Monetary Fund. Foreign exchange transactions 
also include unmatured debt payable in foreign currencies. 


The fourth category, unmatured debt transactions, represents the extent to which financial 
requirements have been met through the increase in unmatured debt, that is the net changes 
in the amounts owing for such debt instruments as marketable bonds, Canada savings bonds 
and Treasury bills. Unmatured debt transactions exclude unmatured debt payable in foreign 
currencies. 
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The second statement is the Statement of Revenue and Expenditure. This statement gives 
a more detailed accounting of the budgetary transactions summarized in the Statement of 
Transactions. The annual deficit or surplus represents the difference between the expendi- 


tures and the revenues of the year in accordance with the accounting policies previously 
summarized. 


The third statement is the Statement of Assets and Liabilities. Since this statement is 
based on the Government’s accounting policies, it does not parallel the conventional balance 
sheet presented in the private sector. More particularly, fixed assets having been accounted 
for as expenditures, are recorded at the nominal value of $1, and revenues not yet received, 
such as uncollected taxes, are not recorded as assets. The effect of inflation on the economic 
value of the Government’s reported assets and liabilities has not been reflected. It is generally 
recognized that inflation tends to reduce the value of financial assets and liabilities while at 
the same time increasing the recorded value of fixed assets. Thus it should be noted that the 
difference between the net recorded assets and liabilities is simply the aggregate of annual 
budgetary deficits and surpluses determined in accordance with the accounting policies of the 
Government; in no way does this difference reflect the Government’s net worth. 


The fourth statement is the Statement of Use of Appropriations, which summarizes, by 


department, the use, during the year, of parliamentary appropriations for budgetary expendi- 
ture and loans, investments and advances. 


These four financial statements, when read in conjunction with the notes thereto, present 
fairly, in the opinion of the Government, the revenue, expenditure, assets and liabilities of the 
Government of Canada. Fair presentation is achieved through the consistent application of 


the significant accounting policies, which are summarized in Note 1 to the financial 
statements. 
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GOVERNMENT OF CANADA 


Statement of Transactions 
for the Year Ended March 31, 1982 


(in millions of dollars) 


1982 1981 
BUDGETARY TRANSACTIONS 

[ CAM SL AT VGR eases Sure Beer cd de aia ee ees ee See me te rn On ee 82. oe! os re 54,552 46,507 
FSX OTIC CUTS eepemmee este erect et ete ste eA hc Yt, ONIN rca ccncaestie jac rseae ca fb, sss 2n pds ae MER cow esvney oe : — 68,158 — 59,175 
IDLO CL a Sead Bt Rees ere ae A) pA Nol ge CoA 8 et tk RTC Sei 9 en ene ape oral ge 1 Ne — 13,606 ~ 12,668 

NON-BUDGETARY TRANSACTIONS 
OANSMINVES EME MUSTANG AG VANCES ane. hte h eye cn ett Nt Ne ecu See da zoe vngnte aasbetn Siacaeetoses anata aaeee diesen: — 1,239 — 493 
SpeciftedtpuRpOscraccoun tomers... . Ue SAe. ...., RL IN. « MON eM, fac cdri cera scsee ARMac is (aticsdey Mert se as a 4,345 2,781 
(EC TADHATISACULOMS weer re eee ee oe cca scared aetna oon os PRE Te AP I he se BR ee 2,169 263 
INGLE SOUR ES osteo enn tase aces pre eae Soca. PERE REESRETSSoSreeee pe EPR IETS e SCT TREE PEC eee ee, © re 5;275 MESSS)|| 
Einancialimequinementsi(excludine doreien exchange) meet cen terasness ae ae meen ent ae ene oe Een eee — 8,331 — 10,117 
HOREIGNIEX GHANGE STRAIN SAGTIONS 2) 5. coco Oh sacs RE ce MO te ak RO ee OY — 347 SST 
sotalutinancialirequirements() 2 0 are at: kee eit cote RR ue EE Oe ror A eae eae — 8,678 — 8,960 
UNMATUREDIDEBIETRANSAGCTIONS 296 cccsscsrsscocsoscsses snes sess PRONE os ow BU eek es ics cau eet Rs cae 9,367 11,153 
(CHAPS IFGEISIE: uy: asoonesaacesagss sbeeeanes risa ei Eee ciao SER ERR Barn seach she Breen eb bere riocsiague eatin cacao se Neca ne sas Lona oR en den lic Suaewioed. GiOse at “ae ee 689 2,193 
GAS TUBAIAIN GCEVATMEN DIOR, MEARS Koco oa coic<jancces sie fossa ek oe es eee ee se tats sn RE REE Ge ces TC ne eee 6,620 93 F 


The accompanying notes are an integral part of this statement. 


Details can be found in other sections of this volume. 
(1) Cash requirements (— ). 


2) Unmatured debt payable in foreign currencies has been included as part of foreign exchange transactions. 


September 15, 1982. 


1. A. STEWART, 
Deputy Minister of Finance. 
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GOVERNMENT OF CANADA 


Statement of Revenue and Expenditure 
for the Year Ended March 31, 1982 


(in millions of dollars) 


1982 198] 
Revenue Revenue 
credited to credited to 
appropriations appropriations 
and postal and postal 
receipts used receipts used 
Gross to defray postal Net Gross to defray postal Net 
revenue expenditures revenue revenue expenditures revenue 
REVENUE 
TAX REVENUE 
Income tax— 
Personal......... LR ete RE AGE cons tee eae Pears es ee oer os ee 24,046 24,046 19,837 19,837 
Corporation...... 8,118 8,118 8,106 8.106 
Non-resident ..... ais er se 1,018 1,018 867 867 
Petroleum and gas revenue tax .......... 864 864 2M 27 
34,046 34,046 28,837 28,837 
Excise taxes and duties— 
Sales CaN esac Se rare Aart etre: Silt ee er ae eae eRe ES ir 2a 6,185 6,185 5,429 5,429 
Customs import duties ................ Ne pe ae SER Re Rar TAD a seineeenen 3,439 3,439 3,188 3.188 
EEXCISCUWETES 2h oe sactercs eee eee rae ere ea a ears a eee a eae ie ee Aven ct Lela bled 1,042 1,042 
Natural Sasvam dreds GUE Sita) Xmen wee nestor ce nee ee enna eae 998 998 187 187 
QOil¥exportichanpes teaewes wee tae tenets. ee eae eee ere eames 519 519 842 842 
Special petroleum compensation charge .............0... Ud ate Shee Por g cae ee one 473 473 
Specialiexciseitax=—Grasoline ver... 5. ees eee eee ee + SAS 436 436 453 453 
OT) ios Daisies Ee Smee ea oar Mae ta Pee re Cer a ee Nh es Ree eer 564 564 573 $73 
13,789 13,789 11,714 11,714 
@pherpataxe re Vell UC vee eeeeetee vase ec nee ae PEPER Ra OR Ee en ony cerreeee ; 4,100 3,980 120 1,658 see) 99 
TOTATREAXGOREVEN U Eve cee ot Bec sees ocnaunng ee nei Pe eee RYE RR) 3,980 47,955 42,209 1,559 40,650 
NON-TAX REVENUE 
Return on investments— 
Bank of Canada .......... Ea Ra ey inthe s eit nn, a aca ae seats since 1,853 1,853 1,459 1,459 
Canada Mortgage and Housing Corporation .............0.c:ccccceccseccteeeeteesceteceens 873 873 839 $39 
Exchange Hund yA CCOUmt seen nee eet crre rene ees ane re fear Peaks, 763 763 620 620 
Interest on bank deposits ......0...0.....00000. ites ese See 701 701 318 318 
Farm Credit Corporation ................. i eae h ce Arenas op 285 285 243 243 
Ofhenmeturmioninvestiien tsmecmtecs ssc ee ee enh ce ere ener eee 673 $3 620 695 44 651 
5,148 53 5,095 4,174 44 4,130 
Postal revenue Ieee er Bae: Bs Oe. Serene aR 631 147 484!) 1.369 260 1,109 
Riefundsiofsprevioushyeatsmex pen cul nes micee cee se cemre aa tcaneeee yee ee eae eae 153 153 111 1] 
SEnvicestan disenviCenCesammewt ates marae etme aee re ahem eeene Ueiies siecaseee cater: 1,497 1,374 123 1.433 esi 118 
Privileges, licences and permits............ Soe car DOSE Ca RAE ete 246 126 120 223 104 119 
Bullion and coinage sft ca ane RCRA aN ATE. REPT Sitar eee Freel tia 70 70 60 60 
Proceeds from sales Cn Ae te eee tae ee Ei fit Rae URE aS CAEP? 295 228 67 259 202 57 
Premiumpandidiscountconfexchan ¢ Cae eee nemme stant iet rman manne aetna enna: (1) (1) (1) (@) (1) 
Othernonataxtrevenuces. 32: ues oc ee se eee Ome emer lie hey tl et ene 1,706 1,221 485 983 830 5a 
4,598 3,096 1,502 4,438 RAV 1.728 
TOTAL NON-TAX REVENUE .....0000........0..0000000005 Ae Ree 9,746 3,149 6,597 8,612 ae) 5,857 
LOVATERE Y EIN UB iir ote es eee oe detctccsuneere 61,681 7,129 54,552 50,821 4,314 46,507 
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_ Agriculture 
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_ Economic Development 
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_ Regional Economic Expansion 


| Science and Technology 


| TOTAL EXPENDITURE 
NET REVENUE 
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| Consumer and Corporate Affairs 
Employment and Immigration Hs 
| Energy, Mines and Resources 
SORLVAN GFATTICTA UOtee voor wee eee ee oa en sess et ess sess 


| Indian Affairs and Northern Development 
Industry, Trade and Commerce 
BEMBLISCICE MO ts ee COME 7) A ee Se 


BCCLCLATY Olu SUA creer ee neces es cade sears coger aeietenis 
mocial Mevclopmen theme reerr ees. ccs ceccstvese 
es ICIUOG General Berne es et cscchycccaeaaccetee eae teosestobeeene 
| Sonpafal hye tal SGA G enc ee 
TRIS 00) ite Ss ee oon oor ea eee eee 
| REISTES 2 Ss: Oe SS 
MERSLCLANS ANI LALT See penne eter eee ies aya tere ces eszuce ns 


TOTAL DEPARTMENTAL EXPENDITURE 
PROVISION FOR VALUATION 


1982 


Revenue 
credited to 
appropriations 
and postal 
receipts used 
to defray postal 
expenditures 


10 
95 


668 
So 
22 

13 


6 
2 


11 
303 
30 
52 


147 
324 


10 
1] 


319 
690 
603 

16 


7,129 


Net 
expen- 
diture 


151 


Gross 


expen- 
diture 


1981 
Revenue 
credited to 
appropriations 
and postal 
receipts used Net 
to defray postal  expen- 
expenditures diture 
8 882 
79 1,170°) 
77 
1] 
566 3,586 
1,397 4,026@) 
18 537 
12 1,084 
5 14,767 
368 
3 
1,417) 
655 
175 
10 56 
235 5,077 
20 15,782 
44 677 
130 
260 1,597 
81 
266 1,852 
722 
9 392 
10 2,174 
I 
214 1,055 
620 321 
529 2,523 
12 172 
1,006 
4,314 62,377 
— 3,202 
59,175 
46,507 
12,668 


The accompanying notes are an integral part of this statement. 


\ Details of revenue and expenditure can be found in Sections 5 and 6 of this volume and in Volume II. 


_ © Less than $500,000. 


2) Further details can be found in Note 6. 


8) Includes loans deleted: Communications, $198 million; Energy, Mines and Resources, $690 million; and, Indian Affairs and Northern Development, $148 million. 


eptember 15, 1982. 


A. STEWART, 
leputy Minister of Finance. 
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GOVERNMENT OF CANADA 


Statement of Assets and Liabilities 
as at March 31, 1982 


(in millions of dollars) 


Appendix C 


Net increase 


1982 1981 or decrease ( —) 
ASSETS 
LOANS, INVESTMENTS AND ADVANCES, Table 7.1, Section 7— 
Crown corporations and agencies— 
Lending institutions— 
Canada Deposit Insurance Corporation ..............cccccceecsecectcecseseeteneneseeseseeesnesseeeseneeeenenecetenes bers foremanerrenarc ck 200 200 
Canada Mortgage and Housing Corporation .............0.cccccccccceeeceeetet esses testes ee rtseeseeceeeescssersnnersereeeeieeseceseiseen 10,388 10,189 199 
Export Development Corporation ............ccscsccccsesscee ccneeecerecnsereeenecesessecssseesesessscesensecessenscestueeeicenstensrcansersaee: 1,547 1,550 = 
Farm Gredit Corporation ce cy.ccerc- reese esr cce snes acter scence cantare aera one ans canton crenenwnegiarsetecee Tees ; Boron 3.379 348 
Federal Business Development Bank............0...::::ccccscseseslessscesesesescsssceceseneteneaetereseecerenserseseeevasenssesenenenenenanenss s 1,031 1,156 125 
16,893 16,274 619 
All other Crown corporations and agencies— 
Air Canada ee I a IN ee ee a GIR essex Ales seco eee Megeaics Ses aio iene Neate sO Neaetaea tah cenyeya neat 608 622 —|4 
Atomic! Energy of. Canada Witmited eemrec. cesses cee teceee etree cette rete eltare apap ep se te pert retcreeel=rr 873 881 -8 
Ganadiani National) Rathwaysic. sco tcc aces eeecesca ena <eR ceeec nie rae ange seer sas eam so aaeere sae ree 2 TS) 2755 
Petro-Ganadaees. ee Bee Nek eae ea Ant Peo es Vere reson. eaupod ee eerre er Pec be-comecoce Corcccer er 1,573 1.444 129 
CTH ct as tee ees eee res deco RR FN eS Pc sone TE Oe So oT EP ere eo ceria ee eeen Ee Rens rein ee 1,854 1,495 359 
7,661 7,195 466 
TotaliGrownrconporationsiandia Gen Cless resets tery areata reeset pace eters reer Snes SP Tn aarti 24,554 23,469 1,085 
Other loans, investments and advances— 
Provincialkanditenritoriall SOvenmmmientses cs syne tere scare ccc te eee treet eee RR eee ee erent roe 1,208 1,236 — 28 
National governments including agri Countriessplables7:7, SCCtOMNy osc een eee eer 3,198 2,942 256 
Internationall organizations mews n-ceeete hee scorer ree tence nec c ee kate eae eneeesenrere cece peace ceeceaeen maces PIES) 2255 330 
MOSS NOLES payed lO eae ceree eee eect ane eee Ce tater eae ae 980 816 164 
1,605 1,439 166 
Veterans’ Land Act Fund advances less allowance for conditional benefits .............0.0:.:cccte tte ttt eeteees 283 312 - 29 
Governmenticontrolled| conporationsm-seee ere ae icee tents ne seaen aeteee eer ener ye urge eedee aera asweerer eee ee ace 44) 441 
Private;sectoremter prises is cer cs eet escent esac esc ceeesen sce ke ena eae ate nace gece ee caste cer eres 167 180 13 
Miiscella meouse sce ee ac eat tr eae na sah we tee seas cacn az Sassoon cecene ge omNonSee yee ee ee 267 265 2 
7,169 6,815 354 
31,723 30,284 1,439 
ess sallowancestOr valuation megs cccccoe cere oa ooo ecco se ae ee eM ede no tegen ademas az scree eraneeemneetaeens 2,500 2,300 200 
TOTAL LOANS, INVESTMENTS AND ADVANCES u..........c0c0c0ccccccccccstecsceceteeet teeters 29,223 27,984 1,239 
FOREIGN EXCHANGE ACCOUNTS, Table 10.1, Section 10— 
Exchange Fund Account—Advances, Table 10.2, Section 10 ..................cccccsccseecsscesternseeseeersecnneernectesecnestieetccrss 2,176 1,939 237 
Internationale Moneta nyamUnd—— Su DSChiptiOmns yes eteseseserterre caren encore ness secre necro naan ey eae tae een 2,780 2,961 - 181 
4,956 4,900 56 
LessulnternationalyMonetary Rund——Notes payable scoters etree cere teeter erecta eee Pepys] 2,329 -2 
SpecialiDrawing Rights: sete ce meee eke corres ae col i aphapse cs tor rae asa asnec anterior nees 1,064 1,134 —70 
3,39] 3,463 -72 
TOTAL- FOREIGN EXCHANGE ACCOUNTS oo... .cesc.ceccessscses oe ssstin enn stnes ocoiene es BE ees 1,565 1,437 128 
CASHIIN TRANS I Tana bleali2al Section yl yest erce cores sec cece sree ete eect oarers seven he een eters 1,830 1,846 —16 
CASH Tablegli2)2'sSectiongl 2 meson rere nn ee ce aia hee Qe pen et aera econ Ue ee 6,620 5,931 689 
FIXED ASSES Walucdiat‘one dollar)" Sections Quer. eee ae ne eee ee 
SE a ee 
INETERECORDEDIASSE US gee teeter cere avec erent eee enc eee etd at eon ects 39,238 37,198 2,040 
ACCUMULATED DEBICIT, Table 12:5 Section (2 occ hoe ret 94,869 81,263 13,606 
2 eS ee Eee eee 
O72 beet ta a Rect Abe tr ce Sn an er RC nen eee Ree eae sen ERE 134,107 118,461 15,646 
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Net increase 


1982 1981 or decrease ( — ) 
JAABILITIES 
SPECIFIED PURPOSE ACCOUNTS, Table 8.1, Section 8— 
Canada Pension san ACCOUNC Ae eae rece tran erecta Ae cane ashes cuaseee ne etre eden Aa 21,547 18,947 2,600 
Less: provincial government securities held by the Canada Pension Plan Investment Fund ................................ 20,368 17,938 2,430 
; 1,179 1,009 170 
BS tperannua OMLACCOU MS fore en te csr stad eases se erty eat esthee: AG scsi ieses ORME cicsaues snarls Mtoe 27,528 23,966 3,562 
ESS uNAMOLRIZed POreION Ol actuarial efClenCleS ccs ee ee ee 2,185 1,637 548 
25,343 22,329 3,014 
Wnemploymentinsurance Accounts... 2S sees ccconra cakes. sctsee terol ss eta cee see ssc cecvnntervseasesooe Uoeweson (naa eicies — 318 — 228 -— 90 
Me S Su TLETES DEALING ORNS err eleva ee esas Rape te et al eR en, ot NOAM el Pen eR pedal 35 110 -75 
ia — 353 — 338 -15 
KGOVELNIMION CHA TINUILICS A CCOUM Cates cors cee csc veces soc noosa hose oo encase. Ness Nata ek cat cois PRS ciee ehce e  e iricee 1,172 1193 -21 
Canadian Ownership Account 
Specialioiltand gasichargesectsecsse ese sts eh Rls cee en EON UP ae ect os ete ee aes 786 786 
eS SAINVESUITICTILS crete eee oh eat noe ake Sods Fs WSO ie veay cis Rese AT Pel tua chanics ese I 711 711 
aS. 75 
DEDOSitranOntEUst-aCCOUNIS rere tee tremens set eA SMe EN er? OR ae Coe re dacs aes cath eee oe re 1,981 852 1,129 
Brovincialitaxccollection/agreementsiaCCOUNtias sie. 2 ec. Perse See isco ce cece. ee 1,415 1,471 — 56 
OCT Teter cee ce earn cea ot a te es Sa seeccunec cate aea ic nie aed cszbaptacin MO shaves bcken sco Hac baeae NRE M EC aehe eR ERES 378 329 49 
5,021 3,845 1,176 
TOTAL SPECIFIED PURPOSE ACCOUNTS 0o.0sycoscscc0scse ss. tssgscscjeleisssacarussisssetetin season esas tts 31,190 26,845 4,345 
OTHER LIABILITIES, Table 9.1, Section 9— 
iterestrandimia tured (Ge Dtwemmrrn mcr et cert kets cee eer ee et Rot di) oa oe LRM e ties Cen cate 6,721 4,873 1,848 
Pessaunamortizedidiscountonebreasury Dills: 600. c i tected anc accede nites bios ccecfesce scutes ees ees eee 626 711 —85 
6,095 4,162 1,933 
PNCCOUNTS Paya DIC meee cere cee Beeline Fa duc sachevscnes tea eas 2,442 2,264 178 
Outstanding cheques, warrants and postal money orders 2,322 2,293 29 
MiscellaneOuUsmme ce mmere nen nee eh eee ee erases sa os chr ates Su dun chcec eh eetsoSu set Mae ca esos Sesh aco as Mc Os id eee 112 99 13 
TOTAIOTHER CIABIELTIES ceteris eee ee RE I 10,971 8,818 2,153 
UNMATURED DEBT, Tables 11.1 and 11.9, Section 11— 
Payable in Canadian currency— 
Marketable bons tee rea aes ee aE es estado ee steak Cheah fuses scaossn cise Waeteatetertens rosarsaecoeteeeet 43,429 40,795 2,634 
CANAGAISAVINGSIDONGS een ec ti ene eenc en che Muss segs Boaisoas avec etene agave s< Sapa e suse De evertnce oe cena neo 24,978 15,812 9,166 
SHECia MOM = Mar KCla Ole: DONGS cer ter ocr ease cs creep noses crear et Camt ee des eats agate fuse vue se nos Cordes ME eT vee oe hee 154 136 18 
PRTEASUTYAOI Sime meme ne er ctete: A, Maen nS LOY lence oc radgs Mee ta easincc Mba ca lurness Weoannedonege eumen thie gC 19,375 21,770 — 2,395 
87,936 78,513 9,423 
Less: Government’s holdings of unmatured debt— 
Mat kelaDlerDOnds rete o c ere n eecaacsclerencagenetes raxces tase ae eses oR See ae asses ae 110 96 14 
Canada savings bonds held on account of employees.................:cccccccececseeeesesee tees csseseseseessteesieeneseterseneets 131 107 24 
Special non-marketable bonds issued to Canada Pension Plan Investment Fund..................0...:00000+ 154 136 18 
395 339 56 
87,541 78,174 9,367 
Payable in foreign currencies— 
Marketable Donds trees ee STON a see oR onc an baa ME eons SELL GAOSaACSN NG Ne ee Rie es rs 3,295 2,929 366 
INotestandi loans paya Dien fOreleMiCULKCNCIES estan. ssonscca score caeerecenteerneseneecm tartare nenrecrereercer cysts eeeeerer a eae eateeteeee 1,122 1,707 — 585 
4,417 4,636 -— 219 
Less: Government’s holdings of unmatured. debt— 
Marketa bie bord pies st recreate cco aces sae tee ian en meme ore een canes 12 12 
4,405 4,624 —219 
TOTAL UNMATURED) DEBI reece es eee OED LEE ELD EO A MOR 91,946 82,798 9,148 
TCO CAN Li ie eine Rie he SUR in ee ll RRP APRA oe ... 134,107 118,461 15,646 


ee a a es a a 
_ The accompanying notes are an integral part of this statement. ; 
- Details of assets and liabilities can be found in Sections 7 to 12 of this volume. 


Jeptember 15, 1982. 


: A. STEWART, DAVID KIRKWOOD, 
Deputy Minister of Finance. Deputy Receiver General for Canada. 
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Appendix [ 


GOVERNMENT OF CANADA 


Statement of Use of Appropriations 
for the Year Ended March 31, 1982 


(in millions of dollars) 


Balances 
Used in a ae Pe LBP ORR RT oe a Used in 
the current Carried the previou: 
Appropriations year Lapsed Overexpended forward year 
Agriculture—Budgetary ................ Berta? oh te ese aerce P TE 1,160 12S 14 i 882 
Non-budgetaryamecuw-2 nee eee sient “ 746 416 330 240 
Communications—Bud getaryiy tyes. ccec-.sctebete aeons eens : 1,158 1,134 i 17 1,170 
Nonebudeetarye.) eae en Tl 4 @) 3 15 
Consumer and Corporate Affairs—Budgetary ................005. 98 95 3 77 
Economic Development—Budgetary ............0ccccce eee ES 13 2 11 
Employment and Immigration—Budgetary ...............000..0.. 2,269 2,209 60 3,586 
Non-budgetary ..............00. 19 2 17 15 
Energy, Mines and Resources—Budgetary ............0:..0:cccce 7,254 1,398 2,042 1 3,815 4,026 
Non-budgetary..............000. 819 419 18 382 $12 
Environment. Budgetary ee. ee eee 634 627 7 537 
INon-budgetanyie sre ee nen en ne () (1) 
External Affairs—Budgetary .....0...00...cccceeee eno en 1,342 1,285 33. 4 1,084 
INon=budgetaryee en eee ee 2,227 436 4 @) 1,787 375 
Finance—=Budgetary, : teeter ae etre =: Ee renunnee 19,825 19,824 l 14,767 
INon-bud petary: scree ere ae reer renee ee 2,251 369 1,882 181 
Fisheries and/Oceans—Budgetaty emanate tee cans 447 441 6 368 
INon=budgetanymesee ees tt nee 38 7 31 -2 
Governor General— Budgetary ...0e cc eet teres scree 4 4 ()) 3 
Indian Affairs and Northern Development—Budgetary ........ 1,515 1,507 8 ()) ()) 1,417 
Non-budgetary 89 32 9 48 36 
Industry, Trade and Commerce—Budgetary ................00.0005 984 990 9 15 655 
Non-budgetary .................. 9,478 — 220 8 9,690 —97 
Justice—Budgetary ...0.....0.00.... Lee ee MAS fy Stents Bee he atc. ice 208 200 8 175 
Labour—Budgetary 4... tn ee eae cars eee 72 71 1 56 
Non=bUd peta ny Grameen prereset eens een 1 1 (1) 
National Defence Budgetary). .6.20.0 eters 5,979 6,028 (1) 49 5,077 
INONEDUG Seta hy aie, eee ee tae fe 13 13 
National Health and Welfare—Budgetary ..........0c.ccccccccceees 17,832 17,818 14 () 15,782 
NationaliRevenue—Budgetanyer cnt. eee ene 822 816 6 677 
Parliament Budgetary nvmreenen reir eae. erecta eet es 158 151 7 130 
Post. Office=-Budgetarynvenetes oe one BU tae Sehr 1,989 1,156 833 L597 
INon=budgetarye wes ir ewe Serres hector 500 $00 
Privy/Council—Budgetarya, see ee ae ee 65 64 1 81 
PublichWorks— Budgetanyarecce ss mere een ere 2,385 2,188 158 14 53 1,852 
INon=bud cela tyaenet: eet etree 4,419 577 11 3,831 474 
Regional Economic Expansion—Budgetary ...............cc008 824 745 719 722 
Non-budgetary .......0.....00.... 29 4 q) 25 -8 
Science and Technology—Budgetary..............:.ccccccceeeeeees 507 486 21 392 
Secretatyrof State—- Bud Setany seat crete: tener 2,282 2,264 13 5 2,174 
Social Development—Budgetary ...........0.::ccceeessteteeteeeetees 4 3 1] 2 
Solicitor/General—Budgetary)......... eee 1,248 1,184 64 (1) 1,055 
INon=budgetanyaee=s semen eee () () () (1) 
Supply and Services—Budgetary ..00....0....0.ccccccccccecceeeereeeeeees 664 394 11 259 321 
Non budsetanvens ee meree en 16 -2 18 -2 
"Transport= Budgetary ie tec ico eee Oe one 2,425 2,280 84 34 95 2,523 
Non=budgetaryi ca. eee ene 922 -7 74 902 25 
Treasury Board—Budgetary............... Rarer chitic enero teey 453 318 135 172 
Veterans Atiairs=- Bud getanya eee cs een tee 1,160 1,140 20 1,006 
TOTAL BUDGETARY ...................... 75,782 67,958 3,668 113 4,269 62,377) 
TOTAL NON-BUDGETARY ............ 21,574 2,038 TW @ 19,459 1,764 
The accompanying notes are an integral part of this statement. 
Details of use of appropriations can be found in Volume II. 
() Less than $500,000. 
Amounts in roman type are budgetary. 
Amounts in bold face type are non-budgetary loans, investments and advances. 
September 15, 1982. 
I. A. STEWART, DAVID KIRKWOOD. 
Deputy Minister of Finance. Deputy Receiver General for Canada 


606 


Aublic Accounts, 1981-82 


Notes to the Financial Statements of the Government of Canada 


. Significant Accounting Policies 


The accounting policies of the Government of Canada are 
ased on concepts embodied in the British North America Act, 
he Financial Administration Act and other legislation. 


‘a 


Basic concepts 


The two basic concepts on which the Government’s 
accounting system is based are found in the British 
North America Act: first, the concept of the Con- 
solidated Revenue Fund, which emanates from the 
requirement that all duties and revenues received, other 
than those reserved to the provinces, “shall form One 
Consolidated Revenue Fund”; second, the concept that 
the balance of the Fund, after certain prior charges, 
“shall be appropriated by the Parliament of Canada”’. 


Parliament provides authority to make payments out 
of the Consolidated Revenue Fund in annual appropria- 
tion acts and other statutes (referred to as statutory 
appropriations).’Spending authority granted in appro- 
priation acts is for stated purposes and maximum 
amounts. Unless provided for in vote wording, unused 
spending authority granted in appropriation acts lapses 
at the end of the year for which granted. Spending 
authority provided by statutory appropriations is for 
specified purposes and for such amounts and such time 
as the acts prescribe. Spending authority provided by 
statutory appropriations generally does not lapse at the 
end of the year in which granted. 


. Government of Canada as an accounting entity 


For purposes of maintaining the accounts of Canada 
and preparing the Public Accounts as required by the 
Financial Administration Act, the Government of 
Canada is defined as all the departments named in 
Schedule A of the Act; any division or branch of the 


Public Service, including a commission appointed under . 


the Inquiries Act, designated by the Governor in Coun- 
cil as a department for purposes of the Financial 
Administration Act; the staffs of the Senate, the House 
of Commons, and the Library of Parliament; and, any 
corporation named in Schedule B of the Financial 
Administration Act. 


In accordance with the above definition, the corpora- 
tions named in Schedules C and D of the Financial 
Administration Act are excluded from the Government 
of Canada as an accounting entity; therefore, their 
financial statements are not consolidated with those of 
the Government. The financial statements of these 
Crown corporations are presented in Volume III of the 
Public Accounts. 


In addition, certain accounts and funds have finan- 
cial statements which are not combined with those of 
the Government, but appear separately in Volumes I 
and II. These accounts and funds include the Exchange 
Fund Account, the Canada Pension Plan Account, the 
Unemployment Insurance Account and other similar 
accounts. 
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iii. 


Classification of financial transactions 


The financial transactions of the Government as 
recorded in the accounts of Canada and reflected in the 
Public Accounts are classified into budgetary, non- 
budgetary, foreign exchange and unmatured debt 
transactions. 


In general terms, budgetary transactions enter into 
the calculation of the annual deficit or surplus and are 
disclosed on the Government’s Statement of Revenue 
and Expenditure. All other transactions lead to the 
acquisition or disposal of financial claims or to the 
creation or discharge of financial obligations, and are 
disclosed on a net basis on the Statement of Assets and 
Liabilities. 

For purposes of accounting and reporting, the Public 
Accounts uses the classification in force at the end of 
the year to which the report refers, and presents figures 
for the previous year adjusted where necessary to pro- 
vide consistency, except for the Post Office as described 
in Note 6. 


. Budgetary revenue 


Budgetary revenue consists of all tax and non-tax 
receipts which affect the deficit or surplus of the Gov- 
ernment and includes revenue internal to the Govern- 
ment. 


The Government generally reports revenue in the 
year in which it is received, with refunds of revenue 
allocated to the year in which they are actually paid. 


Revenue is reported after deducting refunds paid and 
excludes amounts receivable, taxes collected on behalf 
of provinces and territories, receipts from contributors 
to the Canada Pension Plan, the Unemployment Insur- 
ance and the superannuation accounts, and receipts 
credited to other liability accounts. 


In the Statement of Revenue and Expenditure, reve- 
nue is reported both gross and net. The difference 
between the two is revenue credited to appropriations, 
and postal receipts used to defray postal expenditures. 


. Budgetary expenditure 


Budgetary expenditure consists of all charges to 
budgetary appropriations which affect the deficit or 
surplus of the Government. Such charges include those 
for work performed, goods received, services rendered, 
and transfer payments made, during the year, and, 
expenditure internal to the Government. 


Expenditure excludes pensions paid under the 
Canada Pension Plan, superannuation and other pen- 
sion accounts, Unemployment Insurance payments 
other than benefits to fishermen and payments charged 
to other liability accounts. 


In the Statement of Revenue and Expenditure, ex- 
penditure is reported both gross and net. The difference 
between the two is revenue credited to appropriations, 
and postal receipts used to defray postal expenditures. 


vi. 


Vil. 


Vill. 


Assets 


Assets are defined as the financial claims acquired by 
the Government of Canada on outside organizations 
and individuals as a result of events and transactions 
prior to the accounting date. 


However, as a result of the Government’s accounting 
policies described above, and in accordance with the 
provisions of the Financial Administration Act and 
other legislation, certain financial claims are not report- 
ed on the Statement of Assets and Liabilities. The most 
important of these are accounts receivable for tax and 
non-tax revenue. 


Liabilities 
Liabilities are defined as financial obligations to 


outside organizations and individuals as a result of 
events and transactions prior to the accounting date. 


However, as a result of the Government’s accounting 
policies described above, and in accordance with the 
provisions of the Financial Administration Act and 
other legislation, certain financial obligations are not 
reported on the Statement of Assets and Liabilities. 
These include amounts for: items to be paid from 
statutory appropriations; unused annual vacation and 
benefits payable upon termination of employment; and, 
actuarial liabilities arising from the indexing to the cost 
of living of superannuate pensions and annuities. 


Fixed assets 


The fixed assets of the Government, which include 
land, buildings, works and equipment, are charged to 
budgetary expenditure at the time of acquisition or 
construction. Their existence, however, is acknowledged 
on the Statement of Assets and Liabilities by reporting 
them at the nominal value of $1. 


. Accumulated deficit 


The accumulated deficit consists of the annual defi- 
cits and surpluses since Confederation, together with 
the write-off of certain amounts charged directly to this 
account. 


. Valuation of assets and liabilities 


ASSETS 


Assets are recorded at cost and are subject to annual 
valuation to reflect reductions from the recorded value 
to the estimated realizable value. 


LIABILITIES 


Liabilities are recorded in the amounts ultimately 
payable except for liabilities for the superannuation 
accounts of the Canadian Forces, the Public Service 
and the Royal Canadian Mounted Police, and the 
Government Annuities Account, which are valued on 
the actuarial basis. 


The Canada Pension Plan Account and the Supple- 
mentary Retirement Benefits Account are not main- 
tained on the actuarial basis. The Canada Pension Plan 
Act limits payments from the Consolidated Revenue 
Fund to the balance in the Canada Pension Plan 
Account. 
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Appendix D 
xi. Translation of foreign currency transactions 


Foreign currency transactions are translated anc 
recorded in Canadian currency equivalents at the 
exchange rates prevailing at the transaction dates. 


Assets and liabilities resulting from foreign currency 
transactions are, in turn, reported at year-end closing 
rates of exchange; net gains are credited to revenue 
while net losses are charged to expenditure. 


2. Contingent Liabilities of the Government of Canada 


A contingent liability is a potential liability which may 
become an actual liability when one or more future event 
occur or fail to occur. The contingent liabilities of the Govern 
ment consist of explicit guarantees by the Government, anc 
potential losses arising from pending and threatened litigation 
relating to claims and assessments in respect of breach o 
contract, damages to persons and property, and like items. 


The contingent liabilities of the Government as at Marcel 
31, 1982 amounted to $5,661 million and are summarized it 
the following table: 


(in millions of dollars) 


1982 1981 
i) Explicit guarantees by the Government: 
Obligations of entities that are not agents— 
Borrowings by Crown corporations ............. 179 189 
Borrowings by other than Crown corpora- 
GIONS 2. ee eee ee ore ! 1,426 1.335 
Otherexplicitiguarantecs reso ase 1,920 919 
ii) Pending and threatened litigation.........0..0..00.... 2,136 1,728 
5,661 4.171 


Details can be found in Section 12 of this volume. 


3. Financial Information Regarding Agent Crown 
Corporations 


All assets and liabilities of agent Crown corporations ar 
assets and liabilities of the Government, due to the agency 
relationship. However, in accordance with the accounting poli 
cies of the Government, the accounts of agent Crown corpora 
tions are not consolidated with those of the Government, an¢ 
only the financial transactions between the Government anc 
agent Crown corporations, are recorded in the accounts 0! 
Canada. 


Although borrowings by agent Crown corporations fron 
lenders other than the Government are considered direc 
liabilities of the Government, such borrowings are not includec 
in the accounts of Canada since they are intended to be, and 11 
practice are, repaid directly by the corporations. 


The following table summarizes financial information 
regarding agent Crown corporations as at March 31, 1982. 
For corporations with financial year-ends other than March 
31, unaudited financial information is included in this table. 


Public Accounts, 1981-82 


(in millions of dollars) (in millions of dollars) 
1982 1981 S year Amount 
average of 
ASSETS Insurance Net of net fund or 
| Total assets excluding claims against the Gov- Programs inforce _claims* claims __ provision 
ernment and other agent Crown corporations 36,247 31,758 
Canada Deposit Insurance Cor- 
LIABILITIES poration 
Liabilities to other than Government Current year? OAS ste 108,937 -15 1 230 
Borrowers 7,252 5,630 Previous Year... 96,082 21 4 120 
| Other Pose x... cca ce 5,564 4,365 Canada Mortgage and Housing 
—————————— Corporation 
12,816 9,995 Mortgage insurance fund!) 
Gorrentyeas, ...cn0.ce5-40. 27,254 24 82 186 

INET ASSETS 227 8.) *. Bete ek. ©. ee ee 23,431 21,763 Brevioussyeare. mee ates 27,465 20 92 293 
a Home improvement loan in- 
surance fund 

EQUITY OF THE GOVERNMENT Current yearaun) a 25 (2) (2) 6 
Obligations to the Government and other agent Previous year... gcc 35 25 (2) 5 
Crown COFPOFALIONS .........-sssseseccsreeeessenenceeeeees 19,730 18,186 Rental guarantee fund 
Less: claims against the Government and other Current yeareesin Ak ee 24 
agent Crown corporations ................000. 1,314 1,052 Previousiyeaners ts eee 12 
‘ 18,416 17,134 Export Development Corpora- 
| tion 
| Share capital and contributed surplus.................. 4,851 4,217 Accounts administered for 
Retained earningst een tment e tees n 164 412 - the Government 
ee a ee Urrentyeate eee 242 
TOTAL EQUITYR. 2S INAS BU MES SEES: 23,431 21,763 Previous yeato....c.cccsseeeeeen 326 1 


Export insurance contracts 


Details can be found in Section 7 of this volume. Hae ios oer ONn 


For comparative purposes, the 1981 figures have been restated to conform to Current year 1.923 4 0) 17 
8 


the 1982 presentation. Previcdsiiear 1693 > 7 


i 4. Insurance Programs * Refers to the difference between claims and amounts received from sales of 
| related assets and other recoveries. 


i i ‘ () The Corporation’s valuation of this fund as at June 30, 1981 disclosed 
Certai nt Crow r z € Corporation's valu: n u ; isclosed an 
ess OOD POR SOUS Opie le tOsurance: DO actuarial deficiency estimated at approximately $210 million. This valuation 


grams. In the event that such corporations did not have se based on nesuined iruraiecnde: 
sufficient funds to meet their obligations, the Government °°) Less than $500,000. 
would provide the required financing through appropriations, 


i budget -budgetary. A : 
BOB AS Gicaia ale Thy 5. International Development Assistance—Loans and 


The following table summarizes information regarding such Subscriptions 
insurance programs. For corporations with financial year-ends 
other than March 31, unaudited financial information is 
included in this table. Included in loans to National governments of $3,198 

million ($2,942 million in 1981) are loans to developing 
countries in the amount of $2,431 million ($2,149 
million in 1981). These loans are part of Canada’s 
international development assistance program and are 
either interest-free or bear interest at rates that were 
more favourable than those prevailing in Canada at the 
time the assistance was provided. The balances out- 
standing at March 31, grouped by term, are: 


i. Loans to developing countries 


Grace period 
| before (in millions of dollars) 
: repayment Interest er) 7 ae 
Term commences rate 1982 1981 
20 years 5 years 5% 35 19 
25 years 5 years 6% | 2 
30 years 7 years 3% 178 168 
30 years 7 years * 8 2 
35 years 5 years s¢ 4 4 
40 years 10 years 4 1 l 
50 years 10 years 8 2,204 1,953 
2,431 2,149 


* Interest-free. 
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During the year, loan interest and commitment/ser- 
vice charges of $5 million ($3.9 million in 1981) was 
received from developing countries. Details can be 
found in Sections 7 and 14 of this volume and in 
Section 8 of Volume II. 


ii. Subscriptions and loans to international organizations 


Included in Loans, investments and advances—Inter- 
national organizations of $2,585 million ($2,255 million 
in 1981) are subscriptions to the capital of the Interna- 
tional Development Association and loans to other 
international financial institutions of $2,175 million 
($1,877 million in 1981). These subscriptions and loans 
are also part of Canada’s development assistance pro- 
gram. These institutions make loans to developing 
countries on terms similar to the loan assistance set out 
in sub-section i. Subscriptions to international organiza- 
tions do not provide a return on investment. They are 
repayable on termination of the organization or on 
Canada’s withdrawal therefrom. Details can be found 
in Sections 7 and 14 of this volume. 


6. Post Office 


The Post Office became a Crown corporation on October 
16, 1981. Prior to this date, postal revenue, and operating and 
capital expenditure were reported primarily on a gross basis, 
that is, as budgetary revenue and budgetary expenditure. Since 
October 16, 1981, postal revenue is netted against postal 
expenditure with only the Government’s net contribution to 
the Canada Post Corporation deficit reported as budgetary 
expenditure. Since the effects of this change have not been 
applied retroactively, revenue and expenditure reported in the 
Government’s financial statements for the current year are not 
comparable with amounts reported for the previous year. The 
following is a summary of the treatment of postal operations in 
the financial statements: 


(in millions of dollars) 


1982 1981 
Postalirevenuesasi conte aeeenen ase reer 484 1,109 
Postal expenditure, as reported: 
Departmentaliexpenditures eee 913 Hoe) 
@anadalPost\Gonporationses ere 243 
1,156 1,597 
Excess of expenditure over revenue—Postal opera- 
CLOTS: cee ee rt ere cate ean 672 488 


Had the effects of the change in status of the Post Office 
been applied retroactively, that is if all postal revenue had 
been netted against postal expenditure, both budgetary reve- 
nue and expenditure would have been $484 million lower 
($1,109 million lower in 1981), with no change in the reported 
deficit. The following table summarizes the effect that the 
retroactive treatment would have had on the financial 
statements: 
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(in millions of dollars) 


1982 198] 
Totalirevenveras reported xr-c. tee veevetecsevecs resets a $4,552 46,507 
Less: postal revenue: .....cxeet set. taest ie nae recs 484 1,109 
Totalireventie+as restated sateen ee 54,068 45,398 
Total expenditure, as reported ............ see 68,158 59,175 
Less: postal revenue cuneate et car ner 484 1,109 
Motaliexpenditure:.as restated 2s ; 67,674 58,066 
I DY STU er RRP sor speak. sits cai pa penta ata nk Mans Me ee 13,606 12,668 


7. Events Subsequent to the End of the Year 
i. Massey- Ferguson Limited 


In July 1982, the Department of Industry, Trade an 
Commerce disbursed $126,349,358 to acquire 62.5% ¢ 
the outstanding series “D” preferred shares of Massey 
Ferguson Limited. 


This purchase results from an agreement dated Jur 
15, 1981, between the Government of Canada an 
Massey-Ferguson Limited, whereby the Governmer 
guaranteed to redeem, upon request, five million pre 
ferred shares in the event of a failure by the Compan 
to pay a dividend. On June 30, 1982, the Compan 
defaulted on its dividend payment. The audited finar 
cial statements of the Government of Canada as ¢ 
March 31, 1982 have not been adjusted to reflect thi 
transaction. 


. Petroleum incentives program 


On June 29, 1982, Royal Assent was given to an A 
respecting, in part, the petroleum incentives progran 
Under the related provisions of this Act, individua 
and corporations are entitled to receive incentive pay 
ments from the Government, in respect of eligible o 
and gas exploration expenses incurred on or after Jam 
ary 1, 1981. 


The Government permitted individuals and corpora 
tions to waive receipt of the incentive payments an 
apply the amounts waived against the petroleum an 
gas revenue tax owing. As at September 9, 1982, claim 
received in respect of the period January 1, 1981 t 
March 31, 1982, amounted to approximately $50 
million of which approximately $150 million had bee 
waived. 


In the year in which petroleum incentive claims ar 
settled, the full amount of approved claims will b 
recorded as expenditure, and the portion waived will b 
recorded as petroleum and gas revenue tax. 
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OPINION OF THE AUDITOR GENERAL 
ON THE 
FINANCIAL STATEMENTS OF THE GOVERNMENT OF CANADA 


I have examined the following financial statements of the Government of Canada for the 
year ended March 31, 1982: 


—Statement of Transactions; 
—Statement of Revenue and Expenditure; 
—Statement of Assets and Liabilities; and 
—Statement of Use of Appropriations. 


My examination was made in accordance with generally accepted auditing standards and 
included such inquiries, tests and other procedures as I considered necessary to enable me to 
report as required by Section 6 of the Auditor General Act. 


Revenue for the year from oil export charges, a federal tax levied by Parliament, excludes 
receipts of $445 million which are included in a “specified purpose” liability account. Failure 
to include this amount in revenue is, in my view, not in accordance with the Government’s 
accounting policy requirement, stated in Note 1(iv) to the financial statements, that revenue 
shall consist of all tax and non-tax receipts which affect the deficit or surplus of the 
Government. This $445 million amount has been reported as a liability in order to reflect the 
effect of a related undertaking by the federal government to pay to certain oil-producing 
provinces amounts equal to 50 per cent of oil export charges levied and collected by Canada 
during a specified period. Although I believe it appropriate to record and report a liability in 
respect of this undertaking, in my opinion, the liability relates to expenditure of “items to be 
paid from statutory appropriations” and would not be included in the financial statements in 
accordance with the accounting policy stated in Note 1 (vii). 


In my opinion, except for the failure to fully report revenue from oil export charges and the 
inclusion in liabilities of an amount payable under a statutory appropriation as described in 
the preceding paragraph, these financial statements present information in accordance with 
the stated accounting policies of the Government of Canada as set out in Note | to the 
financial statements on a basis consistent with that of the preceding year. However, because 
of the reservations set out in the following paragraph, in my opinion, these stated accounting 
policies are not appropriate for a fair presentation of the assets and liabilities and revenues 
and expenditures of the Government of Canada. 


I have the following reservations concerning the appropriateness of the Government’s 
stated accounting policies: 


—Last year, I commented in my observations on the financial statements that, although 
they were entitled ““The Financial Statements of the Government of Canada”, certain 
activities of government were excluded, as described in Note 1(ii). As a result, the 
financial statements did not provide a comprehensive and complete summary of the 
Government’s assets, liabilities, revenues and expenditures. This year, because of my 
growing concern about the pervasiveness of this matter, I include it in this opinion as a 
reservation. In my view, the accounting entity as defined in Note 1(ii) is inadequate in 
the following two respects. 


(i) Significant departmental activities are reported in separate financial statements or 
accounts that are not combined in the Government’s financial statements. These 
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separate financial statements or accounts are presented in the other sections of 
Public Accounts Volume I indicated below. 


e Exchange Fund Account (Section 10) 

e Canada Pension Plan Account (Section 8) 

¢ Unemployment Insurance Account (Section 8) 
e Canadian Ownership Account (Section 8) 

e other similar Accounts (Section 8) 


The addition in 1981-82 of the Canadian Ownership Account (COA) to these 
excluded activities illustrates my concern. The reporting of transactions in the COA 
results in a net amount being reported as a liability. This amount represents the 
total of levies received in respect of oil and gas charges, reduced by loans to 
Petro-Canada. If the loans were reported as assets and the levies reported as 
revenue, as in my view they should be, at March 31, 1982 assets would be increased 
by $711 million, liabilities reduced by $75 million, and accumulated deficit and the 
deficit for the year then ended reduced by $786 million. 


The effect on the financial statements of the COA transactions is significant and 
readily quantifiable and, in my view, resolvable with little study required. However, 
in the case of accounting for activities reported in the Exchange Fund, Canada 
Pension Plan and Unemployment Insurance Accounts, while the effects are signifi- 
cant and quantifiable, further study is required to determine to what extent and 
how these activities should be included in the Government’s financial statements to 
best satisfy the information needs of users. 


(ii) Investments in Crown-owned corporations and agencies at March 31, 1982 amount- 
ed to approximately $25 billion, or 63 per cent of the Government’s net recorded 
assets. The assets, liabilities, revenues and expenditures of these entities are not 
consolidated in the accompanying financial statements. Further study is required to 
determine to what extent the activities of such corporations and agencies should be 
consolidated, and for those not consolidated, what alternative presentation would be 
appropriate. Until this fundamental question is resolved, | am unable to determine 
the effect of this matter on the Government’s financial statements. 


—When the international development assistance loans and subscriptions identified in 
Note 5 to the financial statements are issued, they are recorded as assets at the full 
amounts advanced in accordance with Notes | (vi) and (x). At the date of issue, the 
amounts advanced by Canada considerably exceed the asset value received by Canada 
because of the concessionary terms described in Note 5. In my view, any excess of 
amounts advanced over asset value received confers a benefit and constitutes expenditure 
in respect of international development assistance, which should be recorded and 
reported as such on the Statement of Revenue and Expenditure. | have estimated that if 
international development assistance loans and subscriptions were reported in this 
manner, reported assets would decrease and accumulated deficit would increase by 
approximately $3.9 billion as at March 31, 1982 ($3.4 billion as at March 31, 1981). 


—As stated in Note 1 (vii), financial obligations are not recorded in respect of amounts 
payable under statutory appropriations, earned and unpaid annual vacation leave, 
employee termination benefits and actuarial liabilities arising from the indexing provi- 
sions of employee pension plans. In my view, all these financial obligations should be 
appropriately recorded and reported in the financial statements to provide a more 
complete disclosure of liabilities. I have estimated that if these obligations were 
recorded, reported liabilities and accumulated deficit would be increased by at least 
$14.5 billion as at March 31, 1982 ($11.5 billion as at March 31, 1981). 


Additional information and comments on these reservations are included in my observa- 
tions on the financial statements in Section 3 of this volume. 


Ottawa, Canada KENNETH M. DYE, F.C.A. 
September 15, 1982 Auditor General of Canada 
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SECTION 3 


1981-82 
PUBLIC ACCOUNTS 


Observations by the Auditor 
General on the 

Financial Statements 

of the Government of Canada 
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Observations by the Auditor General 
on the 
Financial Statements of the Government of Canada 


Introduction 


I have examined the financial statements of the Government of Canada for the year ended 
March 31, 1982, which together with my opinion, are included in Section 2 of this volume. 
These financial statements are the Statement of Transactions, the Statement of Revenue and 
Expenditure, the Statement of Assets and Liabilities, and the Statement of Use of 
Appropriations. 


My examination was made in accordance with generally accepted auditing standards and 
included such inquiries, tests and other procedures as I considered necessary to enable me to 
report as required by Section 6 of the Auditor General Act. This section provides that: 


“The Auditor General shall examine the several financial statements required by 
section 55 of the Financial Administration Act to be included in the Public 
Accounts, and any other statement that the Minister of Finance may present for 
audit and shall express his opinion as to whether they present fairly information in 
accordance with stated accounting policies of the federal government and on a basis 
consistent with that of the preceding year together with any reservations he may 
have.” (italics added) 


The word fairly is used to express the auditor’s judgement as to the appropriateness of the 
selection and application of accounting principles to the particular circumstances of an 
enterprise. Because of the significant and pervasive effect on the financial statements of the 
matters reported in my reservations concerning the appropriateness of three of the Govern- 
ment’s stated accounting policies, I have concluded that: 


“*... these stated accounting policies are not appropriate for a fair presentation of 
the assets and liabilities and revenues and expenditures of the Government of 
Canada.” (italics added) 


My opinion includes four reservations. The first reservation, which is new this year, is 
particularly significant because it concerns a failure by the Government to comply with its 
own stated accounting policies. The second, third and fourth reservations concern the 
appropriateness of the Government’s stated accounting policies. The second reservation (the 
Accounting Entity) is also new this year, although I referred to the issue last year in my 
observations on the financial statements. The third and fourth reservations (International 
Development Assistance Loans and Subscriptions, and Unrecorded Liabilities) are consistent 
with last year, except there is a more complete estimate of unrecorded liabilities arising from 
the indexing provisions of employee pension plans. 


The observations that follow provide additional explanatory information on these four 
reservations and on related concerns. 


Failure to Comply with a Stated Accounting Policy 


In the second paragraph of my opinion on the financial statements, I call attention to a 
$445 million reduction of oil export charge revenue, and related increase in deposit and trust 
account liabilities, resulting from recording and reporting as a liability a portion of oil export 
charges collected during the year. 


I take exception to this accounting and reporting of oil export charge revenue because it 
results, in my view, in: 


* an incomplete reporting of revenues received, which is contrary to the accounting policy 
requirement stated in Note 1 (iv) that revenue shall consist of all tax and non-tax 
receipts which affect the deficit or surplus of the Government; 
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¢ the inclusion in liabilities of an amount payable under a statutory appropriation, which is 
contrary to the accounting policy requirement stated in Note I(vii) that “items to be 
paid from statutory appropriations” shall be excluded from reported liabilities; and 


e a method of accounting whereby expenditures pursuant to a statutory appropriation 
granted by Parliament are effectively eliminated from reporting in the financial state- 
ments of the Government. 


Oil export charges are a tax levied by Parliament. Since the inception of this tax in 1975, 
receipts during a year have been reported as tax revenues of that year in accordance with the 
policy set out in Note 1 (iv) to the financial statements. 


The Minister of Finance, in his October 1980 budget speech, announced the intention of 
the Government to pay to certain oil-producing provinces 50 per cent of charges collected in 
respect of oil exported from those provinces. Agreements were subsequently concluded with 
the provinces whereby payments would be made to them which would result in a “sharing” of 
oil export charges subsequent to October 31, 1980; 50 per cent to the federal government and 
50 per cent to these provinces. 


Under the Canadian Constitution, revenues of Canada may be appropriated only by the 
Parliament of Canada. The Government tabled a bill to amend the Petroleum Administration 
Act to provide appropriation authority for payment to certain provinces of their agreed share 
of export charges collected. Passage of the bill was delayed. As an interim measure, the 
Government included authority to make the payments in an act called “‘“An Act to amend the 
Federal-Provincial Fiscal Arrangements and Established Programs Financing Act, 1977 and 
to provide for payments to certain provinces” (SC 1980-81-82, Chapter 94). This Act 
received Royal Assent on April 7, 1982. Authority to pay certain producing provinces their 
agreed share of export charges on a continuing basis was included in an act called “An Act to 
amend the Petroleum Administration Act and to enact provisions related thereto” (SC 
1980-81-82, Chapter 114) assented to on July 7, 1982. 


The Government maintains that it is collecting 50 per cent of the oil export charges on 
behalf of certain producing provinces. It has therefore treated the provincial share of 
collections—$445 million made during the period November 1, 1980 to January 31, 1982— 
as a “specified purpose” liability account. The legislation authorizing the collection of this 
tax does not direct that it be used for any “specified purpose” or accounted for in any special 
way. Similarly there is no wording in the appropriation authorities referred to in the 
preceding paragraph that direct the Government to pay 50 per cent of oil export charge 
collections, or any part of such collections, to the provinces. Therefore, it is my view that all 
the oil export charges collected should continue to be accounted for and reported as general 
purpose tax revenues. 


I do agree that the Government has a liability under the agreements negotiated with 
certain producing provinces to pay them amounts equal to 50 per cent of oil export charges 
collected. However, the parliamentary appropriations authorizing payment are statutory 
appropriations, and government policy stated in Note 1(vii) is to exclude items to be paid 
from statutory appropriations from reported liabilities. In my view, this policy should be 
changed so as to require all liabilities to be paid from statutory appropriations to be recorded 
in the year the liabilities are incurred, consistent with the accounting for liabilities to be paid 
from annually-lapsing appropriations. This matter is discussed further in my fourth reserva- 
tion concerning unrecorded liabilities. 


My final concern with the accounting and reporting of this amount relates to future years. 
In the preface to the financial statements, the Government explains that the accounting 
policies it has adopted are designed primarily to provide an accounting of the financial 
resources appropriated by Parliament. The authorities under which payments may be made 
to provinces in respect of oil exports are appropriations granted by Parliament. However, if 
the accounting followed this year is also followed in subsequent years, payments to the 
provinces will be excluded from reported expenditure and from reported use of appropria- 
tions. As a consequence, Parliament will not receive the accounting for resources appropriat- 
ed by it that the financial statements are designed to provide. 


615 


Appendix D 
The Accounting Entity 


Significant assets, liabilities, revenues and expenditures of the Government of Canada are 
reported in separate financial statements of various accounts, funds and Crown-owned 
corporations that are not now combined with the financial statements of the Government. As 
a result, although the financial statements contained in Section 2 of this volume are entitled 
“The Financial Statements of the Government of Canada’’, they do not provide a comprehen- 
sive and complete summary of the Government’s assets, liabilities, revenues and expenditures. 


With the increasing size and complexity of government, the practice of reporting govern- 
ment activities in separate financial statements or accounts that are not combined with the 
financial statements of the Government has become more significant and more proliferate. 
As a result, the Government’s financial statements have become less comprehensive and 
complete and, accordingly, less informative. 


As described in the third paragraph of Note 1 (ii), financial statements or accounts for the 
following departmental activities are not combined with the financial statements of the 
Government: 


e Exchange Fund Account; 


Canada Pension Plan Account; 


Unemployment Insurance Account; 


Canadian Ownership Account; and 
e other similar Accounts. 


Transactions should be recorded and reported in accordance with their economic substance 
to achieve meaningful summary level financial reporting for the Government of Canada. If, 
for example, a receipt is, in substance, federal tax revenue, it should be reported as such in 
the Government’s financial statements, regardless of how it is reported elsewhere for other 
purposes. 


The reporting of transactions in the new Canadian Ownership Account illustrates my 
concern. It seems clear to me that transactions now reported in the Canadian Ownership 
Account as a net liability constitute, in substance, revenues and assets which should be 
reported as such in the Government’s financial statements. Further study is required to 
determine how best to include other transactions in respect of the above departmental 
activities in these statements. 


Recognizing that such a study has not yet been completed, and for purposes of illustration 
only, I have summarized below certain levies that are not currently reported as revenues on 
the Government’s Statement of Revenue and Expenditure. 


(in millions 


of dollars) 
1982 1981 
GanadaRension lan. cOntmOuttons wate te: cok codecs are eas 3.252 2,689 
Unemployment insurance contributions, Betis sare ecce tate ceccck 4,887 3.3909 
Canadian Ownership oil & gas charges ....00..00...ccccccececeseceeeeeeseees 786 
Portion‘ofoilexportechargess. Wee ee ee ee 445 
Uneonsolidatedtleviess taxce rents dal: Onn ds ft Reeee 9,400 6,088 


The significance of these amounts in relation to the size of the Government, as reflected by 
its revenues, and the size of the Canadian economy, as reflected by Gross National Product, 
is shown by the following table. It compares total tax revenues now reported in the 
Government’s financial statements with total tax revenues that would be reported if the 
above levies were included. 
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1982 1981 
$ millions % of GNP $ millions % of GNP 


Total tax revenues now reported 


Net... SPE AS Oe Moin ©. 47,955 14.6 40,650 14.0 

SLOSS eee ee cele ce oh he 51,935 15.8 42,209 14.6 
Total tax revenues if above levies 

INCI UG Cs Qeee, Sake eae 61,335 18.7 48,297 16.7 


Note: Gross National Product used in these calculations is for the calendar year ending 
within the fiscal year. 


Because the effect is readily quantifiable and easily understood, I have used a possible 
effect on total reported tax revenues to illustrate my concern about certain departmental 
activities not being combined with the financial statements of the Government. The issue is, 
however, much broader and also affects reported non-tax revenues, expenditures, assets and 
liabilities. The full effects cannot be quantified until there is general agreement on how the 
government accounting entity should be defined and on the reporting concepts to be followed. 
As discussed in the following paragraphs, this should include a consideration of the extent to 
which the activities of Crown-owned corporations and agencies should be consolidated in the 
financial statements of the Government and, for those not consolidated, what alternative 
presentation would be appropriate. 


As described in the second paragraph of Note I(ii), financial statements of many 
Crown-owned corporations and agencies are also not consolidated with the financial state- 
ments of the Government. At March 31, 1982, investments in such corporations and 
agencies, before allowance for valuation, amounted to approximately $25 billion, or 63 per 
cent of the Government’s net recorded assets. 


As explained in Note 6 to the financial statements, the activities of the Post Office 
Department were transferred to the new Crown-owned Canada Post Corporation (CPC) on 
October 16, 1981. In accordance with the second paragraph of Note I(ii), the financial 
statements of CPC are not consolidated with those of the Government because CPC is a 
Crown corporation named in Schedule C of the Financial Administration Act. As a 
consequence, beginning October 16, 1981, Canada’s postal revenues and expenditures have 
been reported only in the financial statements of CPC. Only the net contribution from the 
Consolidated Revenue Fund to the deficit of CPC is reported as postal expenditure in the 
Government’s financial statements for the period October 16, 1981 to March 31, 1982. 
Although nothing has changed in substance, significant revenues and expenditures have been 
excluded from the Government’s statements simply by varying the legal form of the entity 
carrying out Canada’s postal activities. Such changes in reporting make it difficult to 
compare meaningfully the information reported in these financial statements over a period of 
years. 


In my view, the current definition of the Government of Canada accounting entity based 
on legal form is not satisfactory. The accounting entity should be defined in such a way that 
the economic substance of an activity determines how that activity should be reported in the 
financial statements. Only in this way will a comprehensive, consistent reporting of govern- 
ment activities from year to year be achieved. Further study is required to determine how this 
may best be accomplished. 


International Development Assistance Loans and Subscriptions 


In accordance with the stated accounting policies set out in Notes 1(vi) and (x) to the 
financial statements, the full amounts of special assistance loans to developing countries and 
subscriptions to the special development funds of international financial institutions are 
recorded as assets. At the date of issue, the amounts advanced by Canada considerably 
exceed the asset value received by Canada because of the concessionary terms described in 
Note 5. In my view, any excess of amounts advanced over asset value received confers a 


617 


Appendix D 


financial benefit on developing countries and constitutes expenditure in respect of interna- 
tional development assistance that should be recorded and reported as such on the Statement 
of Revenue and Expenditure. If this expenditure had been recorded in this way when the 
loans and subscriptions were originally issued, reported assets would be decreased and 
accumulated deficit increased by approximately $3.9 billion as at March 31, 1982 ($3.4 
billion as at March 31, 1981). 


Canada provides assistance to developing countries by making grants and contributions 
and special assistance loans to them and by subscribing to special development funds of 
international financial institutions. The loans and subscriptions, like grants and contributions, 
confer financial benefits on developing countries and are an important part of Canada’s 
official program of assistance to developing countries. The grants and contributions, because 
they are not repayable or otherwise recoverable, are made under budgetary authority, 
recorded as expenditure and included in the deficit. The loans and subscriptions, because they 
are repayable or considered to be eventually realizable, are made under non-budgetary 
authority and recorded as assets. 


The amount of special assistance loans included in loans to national governments at March 
31, 1982 is $2,431 million. Of these loans, $2,204 million are repayable over 50 years without 
interest, with no payments for the first 10 years. At March 31, 1982, subscriptions to special 
development funds of international financial institutions amounted to $2,175 million. These 
special development funds make loans to developing countries under terms similar to the 
special assistance loans made by Canada. The terms of these subscriptions provide that, on 
withdrawal from or termination of the special development funds, Canada will receive a 
pro-rata share of the funds’ assets. Because of the nature of such assets, it would take many 
years for Canada to realize its share on termination or withdrawal. 


As described above, amounts advanced by the Government in the current and prior years 
in respect of special assistance loans and subscriptions to special development funds will be 
recovered or realized without interest over a significant number of years. Since interest is not 
provided, the Government is not compensated for the use of its funds over the period the 
loans and subscriptions are outstanding. As a result, when loans and subscriptions are issued, 
the value given is significantly greater than the value received. As stated in the Study of the 
Accounts of Canada: “Ideally, the Government’s Statement of Assets and Liabilities should 
come as close as possible to reflecting the true economic value of the assets and liabilities 
recorded on it.” 


Sometimes a “true economic value” for financial claims is not available, and an alternative 
approach is required. For example, when a loan is made to a Crown corporation by the 
Government, it is recorded as an asset at the amount advanced. To compensate for the use of 
its funds, the Government charges interest on the loan. In the absence of a market-deter- 
mined interest rate, the Government calculates an arbitrary rate by reference to its cost of 
borrowing. Accordingly, with the addition of interest to compensate for use of funds, the 
amount advanced is equal to the asset value received. 


When special assistance loans and subscriptions to special development funds are issued, 
they should be similarly recorded as assets only to the extent of their economic value at that 
date. Such economic value can be calculated as the value today of amounts that will be 
recovered or realized in the future. Any excess of amounts advanced over asset value received 
should be recorded as expenditure. As with loans to Crown corporations, the selection of an 
appropriate interest rate for calculating asset value received is, to some extent, arbitrary. 
However, it would seem reasonable to determine a rate by reference to the Government’s cost 
of borrowing in the same manner as rates are set for loans to Crown corporations. 


If special assistance loans and subscriptions had been recorded and reported as assets at 
their economic value when issued, the amount outstanding would have been approximately 
$700 million as at March 31, 1982. In my opinion, this is the amount at which these loans 
and subscriptions should be recorded in the accounts of Canada at the year end. The 
difference of $3,900 million between the amount at which they are currently recorded 
($4,600 million) and the amount at which they should be recorded ($700 million) constitutes 
expenditure in respect of international development assistance that should have been reported 
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as such on the Statement of Revenue and Expenditure and included in the accumulated 
deficit in the year the loans and subscriptions were issued. This would have properly 


recognized the cost of benefits conferred by these loans and subscriptions in the year they 
were issued. 


Unrecorded Liabilities 


The Government has defined liabilities as financial obligations to outside organizations and 
individuals as a result of events and transactions prior to the accounting date. However, 
under its stated accounting policies, certain financial obligations that fit this definition have 
not been recorded. These unrecorded liabilities include financial obligations at the year end 
related to items to be paid from statutory appropriations, employee termination benefits, and 
actuarial liabilities arising from the indexing provisions of employee pension plans (including 
the Canadian Forces and the Royal Canadian Mounted Police). My Office has estimated 
that these unrecorded liabilities amount to approximately $14.5 billion at March 31, 1982 
($11.5 billion at March 31, 1981). In addition to these estimated amounts, there is a further 
financial obligation for earned and unpaid annual vacation leave that also fits the Govern- 
ment’s definition of liabilities but is not recorded. 


Following is a summary of those unrecorded liabilities which have been estimated: 


(in millions of 


dollars) 
1982 1981 

Items to be paid from statutory appropriations 

Subsidies under the RailwayrActiins.ont. gaown..oonle..adas 250 200 

Entitlements under the petroleum incentives program ............ 350 

Acquisition of Massey-Ferguson Limited shares ...................... 126 

726 200 

Binployeestcriminalion Denelits cna wee merc tee encanto 1,300 1,200 
Actuarial liabilities arising from the indexing provisions of 

EMPlOVESMENsiONn Plans acs nee era eah ec tec eee nee ee 12,500 10,100 


14,526 = 11,500 


The liability for subsidies under the Railway Act has been estimated by the Canadian 
Transport Commission. The liabilities for entitlements under the petroleum incentives 
program and for acquisition of Massey-Ferguson Limited shares have been taken from Note 
7 to the Government’s financial statements. The liability for employee termination benefits 
and the actuarial liabilities arising from the indexing provisions of employee pension plans 
(including the Canadian Forces and the Royal Canadian Mounted Police) were estimated by 
the Department of Insurance, based on methods and assumptions used by the Department for 
purposes of current actuarial reports on the Government’s superannuation accounts. 


The estimate of unrecorded liabilities related to employee pensions that I included in my 
reservation last year did not include the full unrecorded actuarial liabilities arising from the 
indexing provisions of employee pension plans. I reported only that portion which represents 
the present value of the indexed portion of pensions for persons that were then retired, 
without provision for future indexation. This amount was $4,200 million. The corresponding 
amount for 1982 is $5,500 million as reported on page 8.7 of Section 8 of this volume. I have 
this year reported the full unrecorded actuarial liabilities arising from the indexing provisions 
of employee pension plans because, in consultation with actuaries and with colleagues from 
the accounting profession, I concluded that this fuller measure of the liability is the one most 
appropriate to use for government financial reporting. 
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Unrecorded liabilities for earned and unpaid annual vacation leave have not been estimated 
by my Office because the information required was not readily available during our audit. 
However, based on annual salary and wage costs, they are also likely to be substantial. The 
Government should estimate these unrecorded liabilities at the end of each fiscal year by 
referring to personnel and other records maintained by departments and agencies. 


Based on the Government’s definition of liabilities as financial obligations to outside 
organizations and individuals as a result of events and transactions prior to the accounting 
date, the exclusion from reported liabilities of the significant financial obligations described 
above results in an incomplete reporting of liabilities as defined. This directly affects the 
reported accumulated deficit and financial position at the year end. In my opinion, financial 
obligations at the year end related to items to be paid from statutory appropriations, 
employee termination benefits, earned and unpaid annual vacation leave, and actuarial 
liabilities arising from the indexing provisions of employee pension plans should be appropri- 
ately recorded in the accounts of Canada and reported in the financial statements to provide 
a more complete accounting and disclosure of liabilities. 


Reporting of Summary Financial Information 


In my observations last year, I stated that the Office of the Comptroller General had 
begun a study of the purposes of summary financial reporting for the Government and of the 
feasibility of developing comprehensive financial statements. This important study is pro- 
gressing. I also reported that the Canadian Institute of Chartered Accountants (CICA) had 
established a Public Sector Accounting and Auditing Committee to recommend accounting 
and auditing principles and practices for governments. These efforts are encouraging, but 
much remains to be done. The Standing Committee on Public Accounts, the Government and 
my Office all have an interest in the development of improved summary financial reporting 
for the Government of Canada and in the work of the CICA. I believe it is crucial that 
appropriate consultation take place among the interested and affected parties so that the 
common goal of providing financial information that best serves the needs of users will be 
achieved as soon as possible. 
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